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Fire Prevention Week Campaign 


Y THIS TIME next month the 
fire insurance industry's big- 

gest national campaign will be well 
under way. The campaign centers 
around Fire Prevention Week, old- 
est of the many Presidentially- 
proclaimed weeks, and by far the 
most outstanding. This year’s ob- 
servance is from October 7 to 13. 
President Wilson was the first 
to issue a national “Fire Prevention 
Day” proclamation and two years 
later the full week containing “Fire 
Prevention Day”—October 9—was 
officially designated as “Fire Pre- 
vention Week.” Since that time, 
each President in turn has pro- 


claimed “Fire Prevention Week”— 
an institution now so thoroughly 
established that nearly every com- 
munity takes part in its observance. 

Today, most capital stock fire 
insurance agents and brokers take 
an active leadership in this cam- 
paign. They develop this opportu- 
nity for public service. They realize 
that in so doing they make a sound 
investment—one that will pay long- 
term dividends in public goodwill. 
Although this goodwill cannot be 
measured by specific financial or 
statistical means, once attained, its 
value are evident 


presence and 


everywhere. 
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How can you participate in this 
most worthwhile of projects? 


Best Way 


Possibly the best way is by en- 
gaging in community activities that 
are directed through local fire 
safety committees responsible for 
this week-long campaign. Such 
committees usually are composed 
of municipal officials and repre- 
sentatives of fire departments, civic 
and educational groups, youth 
groups, schools, churches, the fire 
protection and public service or- 
ganizations of the insurance busi- 
ness and various other voluntary 
agencies. Insurance agents and 
brokers are important members of 
these committees, which usually 
consist of eight members repre- 
senting these various community 
groups. Their job is to serve as 
liaison between the committee and 
the insurance companies, and the 
National Board of Fire Under- 
writers from which fire safety liter- 
ature, posters, stickers and inspec- 
tion blanks can be obtained. The 
agent should make it his first duty 
to see that supplies are properly 
ordered. He should also be ready 
to call on other agents to assist him 
or other committee members, parti- 
cularly the school and fire depart- 


ment representatives, in their ac- 


tivities. 
The committees, of 
should be small, hard-working units 


course, 
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charged with a specific job. They 
should report frequently to their 
chairman, and their chairman in 
turn to the general chairman of the 
Fire Prevention Week campaign. 

The number of committees will 
vary with the size of the city and 
your effort. Here are some of the 
committees that will be found most 
useful: 


PARADE 


Parade Committee—Duties: or- 
ganizes a gala parade for one day 
of Fire Prevention Week. Coordi- 
nates work of fire, police and traffic 
officials in determined routes. Sets 
up marching schedule. 


PROGRAM 


Program Committee—coordinates 
all activities of Fire Prevention 
Week, including parade, City Hall 
ceremonies, industry days, etc. 


CONTEST 


Contest Committee—sets up essay 
and poster contests in schools, or 
other contests such as the selection 
of the queen of Fire Prevention 
Week. The contest committee may 
take charge of preparing entries 
for the National Fire Protection 
Association or U. S. Chamber of 
Commerce contests. 


INSPECTION 


Inspection Committee—conducts 


inspections of mercantile, industrial 
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Material Available 


Supplies of Fire Prevention Week literature 


and 


posters can be obtained free of charge from the 


National Board of Fire Underwriters, 85 John Street, 


New York 38, N. Y. 


Additional materials can be obtained at reason- 


able cost from the National Fire Protection Associ- 


ation, 60 Batterymarch Street, Boston 10, Mass. 


or public buildings as a feature of 
Fire Prevention Week. An effec- 
tive way of doing this is by means 
of spot checks by teams of inspec- 
tors. Properties selected for inspec- 
tion are drawn by lots. Prizes may 
be awarded to the cleanest prop- 


erties. 
AWARDS 


Awards Committee—this commit- 
tee obtains prizes to be presented 
to winners of essay, and poster 
contests, or other contests. 


PUBLICITY 


Publicity Committee—this 
mittee should be composed of 
people familiar with press, radio or 
television work. News of Fire Pre- 
vention Week preparations should 
be given to press and radio. Plans 


com- 


for press coverage of Fire Preven- 
tion Week events should be made. 


Public Service radio and television 
programs should be worked out 
with local stations. Every possible 
means of publicizing the Week 
should be used including motion 
picture trailers, posters, an:ounce- 
ments in schools and churc!. 2s, and 
clubs. 

Other committees may be ap- 
pointed to represent various seg- 
ments of community life, including 
merchants, manufacturers, ware- 
housemen, neighborhood associa- 
tions, volunteer fire companies, etc. 


ORDERS 


One committee chairman, an in- 
surance agent, should be placed in 
charge of determining the need for 
Fire Prevention Week posters, leaf- 
lets, check lists, etc., ordering them 
from the National Board of Fire 
Underwriters, 85 John Street, New 
York 38, N. Y., or National Fire 
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Protection Association, 60 Battery- 
march Street, Boston 10, Mass., 
receiving these materials and dis- 
tributing them promptly to groups 
that will use them. 


ORGANIZATION VITAL 


It is well to remember that dis- 
tribution of material is of secondary 
importance to the organization— 
promotion—of 


the planning and 


Fire Prevention Week activities. 
A schedule of events should be 
set up to make every citizen aware 
of Fire Prevention Week and of 
his own responsibilities to help 
keep dangerous fires out of his 


community. 

Once you have committees set 
up, keep them functioning through- 
out the year. Remember, fire is a 
constant threat to life and prop- 
erty, taking more than 11,000 lives 
last year, and nearly a billion dol- 
lars worth of property. Use Fire 
Prevention Week as the spring- 
board for a year-round campaign 
to keep your community safe. 


Tre IN ProcrRaAM 


Tie in your program with the 
activities of the National Board of 
Fire Underwriters. Advertising sug- 
gestions, editorial features and 
other materials are easily obtained. 
Ask local groups, such as service 
clubs and business organizations, 
to help distribute the material in 


your community. Coordinate these 


September 


efforts. The National Association of 
Insurance Agents encourages local 
associations to participate in “Visit 
Fire Chief's Day” during this week. 
You and other agents should be the 
ones to give leadership and direc- 
tion—and work—to this under- 
taking. 

Make friends with your local 
fire authorities. Work with your 
fire chief and assist him in his 
efforts to improve the protection of 
the people in your community. 
Work closely also with the inspec- 
tion and rating organization cover- 
ing your area. 


Strupy ORDINANCES 


Study existing ordinances and 
evaluate their effectiveness with 
respect to fire prevention. Has your 
community adopted the Fire Pre- 
vention Code suggested by the Na- 
tional Board of Fire Underwriters? 
Is your community protected 
against explosion and conflagration 
hazards that might originate on in- 
dustrial and commercial properties? 

If your community lacks an ade- 
quate building code, press for 
adoption of the National Building 
Code of the National Board of Fire 
Underwriters. Suggest to local fire 
authorities appropriate action to 
lessen fire hazards and assist them 
in their efforts to do so. 

Consider, too, how you can alert 
industry’s supervisors and execu- 
tives to the danger of fire—its cost 
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In addition to the 1956 poster (depicted on the cover), which is available 
in large and small sizes, a partial sampling of the free materials provided 
is shown here. Against a background of stickers (miniature posters) 
are a few educational booklets and the inspection blanks. 


in lives as well as profits. you can help. And your commu- 
Many other ways to participate nity wants you to help. It looks to 

in this campaign most likely come _ you for leadership. 

to mind as you read this. You know [Also see No Axes, Page 49.] 
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“My name? On the door—Elif Moor” 


Insurance World 1956 


“Insurance World 1956” is the title of the second in a series of educa- 
tional-vocational publications being prepared by editors of the Yale 
(University) Daily News. It was undertaken to meet widespread lack of 
knowledge among college students as to the general scope and nature of 
the insurance field. Scheduled to appear in October, the magazine will 
feature 80 articles written by top insurance executives, each dealing with 
a particular and often specialized phase of the insurance industry. 

Distributed free through the mail to some 150,000 undergraduates in 
the United States and Canada, it will be produced in two volumes—one 
for life-accident-sickness, and the other for property-casualty. It is being 
financed entirely through the advertising support of leading insurance 
companies. The first publication was “Wall Street 1955,” covering the 
investment field. 

Copies of “Insurance World 1956” will be sold to the public at $1.50 
for single copies, with reduced rates for bulk orders. Communications 
may be addressed to “Insurance World 1956,” Yale Daily News, 202 
York Street, New Haven, Conn. 





@ The Processing Floater is a class of insurance 


that has become of increasing importance in the 
Inland Marine field because of the steady trend iad j | 


toward more and more subcontracting of opera- 


tions in manufacturing processes today 


Property and the Processor 


considered Inland Marine in- 
surance for over 30 years and the 
Nation-wide Definition as adopted 
by the National Convention of 
Insurance Commissioners on June 
2nd, 1933 recognized the class as 
coming within the category of In- 
land Marine. The present Defini- 
tion adopted June 12, 1953 has, 
to some extent, clarified and ex- 
tended the scope of this class as 
Inland Marine. 


ecu FLOATER has been 


The forms are not standardized 
and it is therefore possible to pre- 
pare a tailor-made form to meet 
the requirements of each assured. 
At the present time there are two 
major types of processing forms 
being used. One insures the owner 
of the property; the other insures, 
in the name of the processor, for 
account of the owner of the prop- 
erty and, in some instances, to the 
extent of the processor’s legal lia- 
bility for loss or damage to the 
property. 





By ROBERT F. DEGENER 





The owner's form was originally 
adopted to take care of the textile 
industry, particularly converters of 
silk, rayons, acetates and cotton, 
but as the years passed the form 
was extended to take in many other 
commodities where the owner or 
manufacturer uses processing firms. 

Under the form issued to the 
owner, it usually covers on all 
goods, wares and merchandise nec- 
essary or usual to the business of 
the assured. The coverage may be 
extended to include not only the 
assured’s property but the prop- 
erty of others for which the assured 
may be a risk or for which the 
assured may be liable or has re- 
ceived instructions to insure. 

The transit feature provides 
coverage while in the custody of 
any common carrier in course of 
transit until arrival at final point 
of destination. It may be extended 
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to include coverage while ship- 
ments are on vehicles owned, leased 
or operated by the assured or vehi- 
cles operated by processors. On 
shipments in the policy 
covers against all risks of loss of 
or damage to the property from 


transit, 


any external cause, subject to cer- 
tain specified exclusions which will 


be referred to later. 
NAMED PERILS 


Coverage is provided while the 
property is in the custody or con- 
trol of a processor such as throw- 
ster, weaver, printer, bleacher or 
finisher or any other similar pro- 
cessor. The perils that are insured 
in the premises of processors, are 
often limited to named perils such 
as fire, lightning, sprinkler leak- 
age, burglary and hold-up. The 
policy may be extended to include 
other perils such as broad strikes, 
commotion, mali- 
damage, 

risk of 


and civil 
damage, 


include the 


riots 
cious water 
which would 
flood, and earthquake or there are 
times when may be is- 
sued on all risks of physical loss or 
damage from any external cause 
and subject, of course, to specified 


the form 


exclusions. 

The owner’s form may also be 
written on what is referred to as 
a contingent basis which means 
that the assured will not release any 
custodian from responsibility while 


the property is in the custodian’s 
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care and custody and, in the event 
of loss, will first endeavor to effect 
collection for loss or damage from 
the party, or in whose 
custody the property was at the 
time of loss. In the event that the 
assured is unable to effect collec- 
tion because the custodian denies 
liability or claims inability to pay, 
the loss may then be presented un- 
der the policy and upon payment 
of the loss all rights of the assured 
must be subrogated to the com- 
pany. This particular form is used 
quite often today owing to the fact 
that the processor usually has in- 
surance and in instances 
agrees to have the company issue 
a Memorandum of Insurance to 
the owner certifying that insurance 
is in effect for account of the pro- 
some in- 


parties, 


many 


cessors’ customers. In 
stances rate consideration is given 
when issuing contingent forms. 

Under the form for the proces- 
sor, the coverage is written in the 
name of the processor and provides 
coverage on the property of others 
from the time the processor takes 
possession thereof until the prop- 
erty is returned to the owner or 
shipped to others at the direction 
of the owner. 

The transit feature of this policy 
is similar to the form that is issued 
to the owner but in most cases 
includes coverage for the property 
while on vehicles owned, leased or 
operated by the processor. 





1956 


Under this form, the perils in- 
sured are similar to those covered 
under the owner's form with the 
same privileges for extensions that 
may be warranted in specific cases. 

In both forms, as mentioned, 
there are certain exclusions that 
are very essential. For example, 
because of the broad Property In- 
suring clause it is necessary to 
exclude such items as accounts, 
bills, deeds, evidence of debt, cur- 
rency, money, coins, bullion, notes, 
securities, stamps, jewelry, precious 
stones or fine arts. Also excluding 
from the “Named Perils” form, un- 
less specifically agreed to, losses 
or damage arising from strikes, 
locked-out workmen, or persons 


taking part in labor disturbances, 
or arising from riot, or civil com- 
motion. The risk of war is excluded 


from all forms which is accom- 
plished by the use of a standard 
War Risk Exclusion Clause. In All 
Risks forms additional exclusions 
must be provided such as: 

a) Wear and tear, gradual 
deterioration, moths, vermin, in- 
herent vice, dampness, mould, 
heat or cold; or loss or damage 
sustained due to any process or 
while being actually worked 
upon and resulting therefrom; 

b) Shortages, miscounting, 
misplacing, unexplained disap- 
pearances, or inability of the as- 
sured to produce property when 
demanded by customers, unless 
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such loss is the direct result of 
fire and lightning, sprinkler leak- 
age, burglary, hold-up, cyclone, 
tornado, windstorm, hail, smoke, 
aircraft or motor vehicle damage; 

c) Breakage of glass or fragile 
or brittle articles unless caused 
by fire or lightning; 

d) Loss or damage resulting 


Robert F. Degener 


THE AUTHOR: 
Mr. Degener is vice president and 
director of Appleton & Cox, Inc., 
one of the nation’s leading marine 
and inland marine insurance man- 
He has 


served as chairman or as member of 


agement organizations. 


many of the rates and forms com- 
mittees of the Inland Marine In 


surance Bureau. 
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from inadequate packing or im- 
proper preparation for shipment 
or from insecure stowage when 
not stowed by the carrier; 

e) Loss or damage resulting 
from delay or loss of market, 
howsoever caused; 

f) Loss or damage due to 
conversion or other act of a dis- 
honest character on the part of 
the assured, their agents, bailees, 
or other parties to whom the 
property is entrusted (other than 
common carriers), including 
their employees. 

The foregoing exclusions are of 
a nature of inherent loss or opera- 
tional loss and can be to a large 
extent controlled by the assured. 


FLoop POTENTIAL 


In the beginning underwriters 
did not consider that the flood 
hazard was of any great import. 
However, as a result of the 1938 
and 1939 floods, particularly 1939, 
they became aware of the fact that 
flood conditions in certain areas 
played a very important part, in- 
sofar as loss experience was con- 
cerned, on this class of business 
whether it be written in the name 
of the owners or in the name of 
the processor for the account of 
the owner. In certain situations it 
is possible to minimize losses by 
prompt action; any delay, however, 
can cause considerable damage. 
Underwriters, therefore, are care- 
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fully analyzing, and rightfully so, 
risks that are being submitted to- 
day and risks that they now have 
on their books to determine the 
flood potential. 

There is no question that floods 
very often occur as a result of hur- 
ricanes or severe windstorms that 
bring about torrential rains thereby 
causing flooding conditions. The 
Federal Government as well as 
State Governments have endeav- 
ored to correct situations in many 
areas, particularly in the Connec- 
ticut Valley, but as yet these flood 
controls have not advanced to the 
point whereby they have eliminated 
the severe threat of serious flood 
losses. In view of this, the alert 
Inland Marine underwriter today 
will seek out complete facts regard- 
ing flood possibilities in addition 
to the usual survey of the physical 
aspects of each risk. This situation 
applies whether or not the policy 
is for the owner or the processor. 

The Co-insurance clause may be 
on a 80, 90 or 100% basis or not 
applicable depending on _ the 
amount of insurance carried. If 
complete facts and figures are in 
the possession of the company and 
the account is written on a monthly 
reporting basis, it is possible that 
the co-insurance may be waived, 
it may also be waived in those 
instances when the policy is for 
the account of the processor on 
property of others. The justifica- 








PROPERTY AND THE PROCESSOR 


Protecting commodities of owners or manufacturers using processing firms 
is of vital importance in today’s integrated economy 


tion for this is that the processor 
is not aware of the values in his 
possession and therefore could be 
severely penalized in the event of 
a loss. 

The Valuation clause is one of 
considerable concern and it must 
be carefully analyzed in each and 
every instance. It is possible, how- 


ever, to follow to a great extent a 
valuation clause that provides that 
merchandise sold, or sold but not 
valued on the 
basis of the finished 
goods selling price less, of course, 


delivered, to be 
assured’s 


all expenses and charges not ac- 
tually incurred or paid by the as- 
sured. On merchandise not sold or 
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from inadequate packing or im- 
proper preparation for shipment 
or from insecure stowage when 
not stowed by the carrier; 

e) Loss or damage resulting 
from delay or loss of market, 
howsoev er caused; 

f) Loss or damage due to 
conversion or other act of a dis- 
honest character on the part of 
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property is entrusted (other than 
common carriers), including 
their employees. 

The foregoing exclusions are of 
a nature of inherent loss or opera- 
tional loss and can be to a large 
extent controlled by the assured. 


FLoop POTENTIAL 


In the beginning underwriters 


did not consider that the flood 
hazard was of any great import. 
However, as a result of the 1938 
and 1939 floods, particularly 1939, 
they became aware of the fact that 
flood conditions in certain areas 
played a very important part, in- 
sofar as loss experience was con- 
cerned, on this class of business 
whether it be written in the name 
of the owners or in the name of 
the processor for the account of 
the owner. In certain situations it 
is possible to minimize losses by 
prompt action; any delay, however, 
can cause considerable damage. 
Underwriters, therefore, are care- 
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fully analyzing, and rightfully so, 
risks that are being submitted to- 
day and risks that they now have 
on their books to determine the 
flood potential. 

There is no question that floods 
very often occur as a result of hur- 
ricanes or severe windstorms that 
bring about torrential rains thereby 
causing flooding conditions. The 
Federal Government as well as 
State Governments have endeav- 
ored to correct situations in many 
areas, particularly in the Connec- 
ticut Valley, but as yet these flood 
controls have not advanced to the 
point whereby they have eliminated 
the severe threat of serious flood 
losses. In view of this, the alert 
Inland Marine underwriter today 
will seek out complete facts regard- 
ing flood possibilities in addition 
to the usual survey of the physical 
aspects of each risk. This situation 
applies whether or not the policy 
is for the owner or the processor. 

The Co-insurance clause may be 
on a 80, 90 or 100% basis or not 
applicable depending on _ the 
amount of insurance carried. If 
complete facts and figures are in 
the possession of the company and 
the account is written on a monthly 
reporting basis, it is possible that 
the co-insurance may be waived, 
it may also be waived in those 
instances when the policy is for 
the account of the processor on 
property of others. The justifica- 
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Protecting commodities of owners or manufacturers using processing firms 
is of vital importance in today’s integrated economy 


tion for this is that the processor 
is not aware of the values in his 
possession and therefore could be 
severely penalized in the event of 
a loss. 

The Valuation clause is one of 
considerable concern and it must 
be carefully analyzed in each and 
every instance. It is possible, how- 


ever, to follow to a great extent a 
valuation clause that provides that 
merchandise sold, or sold but not 
delivered, to be valued on the 
basis of the assured’s finished 
goods selling price less, of course, 
all expenses and charges not ac- 
tually incurred or paid by the as- 
sured. On merchandise not sold or 
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merchandise in the various stages 
of process, the valuation is usually 
on the basis of the assured’s antic- 
ipated finished goods selling price, 
less expenses not incurred and 
charges not accrued. On goods in 
what is referred to as the greige 
stage, valuation is on the basis of 
the cost of replacement of greige 
goods on the date of loss. On all 
other property, the company’s lia- 
bility is on the basis of the actual 
cash value of the property on the 
date of the loss. 


GENERAL PROVISIONS 


The forms usually contain a 
number of General Provisions, such 
as; Cancellation, Reinstatement, 
Other Insurance, Notice and Proof 
of Loss, Territorial Limitations, 
Misrepresentation and Fraud, Ben- 
efit of Insurance, Impairment of 
Carrier's Liability, Appraisal and 
Examination Under Oath Clauses. 
The Cancellation clause is one 
that may vary depending upon the 
circumstances. It is customary to 
restrict the cancellation notice to 
5 to 30 days and, in some instances, 
60 days. This clause usually pro- 
vides that notice mailed to the last 
known address is sufficient to com- 
ply with the policy contract. 
The Reinstatement or Reduc- 
tion clause is one that can be set 
upon the basis of reducing the 
amount of the policy. Or it can be 
automatic rein- 


on the basis of 
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statement with a provision for pay- 
ment of additional premium at pro 
rata of the policy rate. 

The Other Insurance clause must 
be carefully worded. In most cases 
it applies on an excess basis, being 
excess of any other insurance ef- 
fected directly or indirectly on the 
property insured whether this in- 
surance be effected by the named 
assured or others. 

The Notice and Proof of Loss 
clause is one that is found in most 
insurance contracts. It sets forth 
the procedure for filing notice of 
claim under the policy and time 
limit in which to file proofs of loss. 

The Territorial Limitation clause 
sets forth the territory in which the 
policy covers. On this particular 
class, it is usually confined to with- 
in the limits of the United States 
and Canada. 

The Misrepresentation and 
Fraud clause is fundamental to 
insurance contracts. It applies to 
concealed or misrepresented mate- 
rial facts or circumstances concern- 
ing the insurance; also to false 
swearing, etc. 

The Benefit of Insurance clause 
is one that was adopted many 
years ago owing to the fact that 
carriers’ bills of lading and ware- 
house receipts, as well as other 
contracts of bailment, provided 
that if any insurance was effected 
it would be for their account also. 
Insurance policies were written 
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with the understanding that the 
assured’s right of recovery against 
third parties was not to be inter- 
fered with. Therefore, the Benefit 
of Insurance clause provides that 
the insurance will not inure directly 
or indirectly to the benefit of any 
carrier, bailee or other party. 

The Impairment of Carrier's Lia- 
bility clause sets forth the extent 
to which the assured may go inso- 
far as the acceptance of carriers 
receipts are concerned. Generally 
speaking carriers can only be re- 
leased from the standpoint of value 
or dollar and cents amount. 

The Appraisal and Arbitration 
clause provides a method of arriv- 
ing at the amount of loss in the 
event of a disagreement between 
the insurance company and the 
assured. This clause clearly sets 
forth the procedure that must be 
followed in the event of a disagree- 
ment. For example, if a question 
arises where the company and the 
assured arrive at an impasse, the 
company appoints an appraiser, 
the assured appoints an appraiser 
and the two appraisers thus ap- 
pointed are usually empowered to 
appoint a third appraiser or um- 
pire and all parties agree to abide 
by the decision of this group. 

The Examination Under Oath 
clause that appears in many In- 
land Marine contracts today is one 
that was adopted so that it would 
clearly bring about the disclosure 
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of facts which would help in prov- 
ing that a loss under the policy 
actually occurred. The absence of 
this clause in any contract does not 
preclude the company from follow- 
ing such procedure, but the clause 
is of help in avoiding court action 
that may otherwise take place. 

It may also be necessary to add 
other special conditions to this 
form of policy because of its wide 
scope of coverage, we have in mind 
such clauses as the Machinery 
clause or the Labels clause. 

The Machinery clause sets forth 
the loss recoverable to part of a 
machine, as distinguished from the 
entire machine, or any other article 
consisting, when complete, for sale 
or use of several parts. The com- 
pany’s liability is usually restricted 
to an amount not exceeding the 
value of the part lost or damaged, 
however, under certain circum- 
stances special wording may grant 
consequential coverage. 

The Labels clause may be nec- 
essary and it can cover either the 
cost of new labels, capsules or 
wrappers, and the cost of recon- 
ditioning the goods in the case of 
damage, or it may be extended to 
cover loss on a salvage basis where- 
by the assured and the company 
agree on a depreciated price with 
new labels being affixed to the 
property. The latter requires very 
careful consideration, particularly 
in cases of well known brands. 
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While it is somewhat impossible The five-year experience indi- 
to obtain complete figures on al] cates an upward trend in the loss 
ratio. This to some extent can be 
attributed to losses resulting from 
floods. At this writing the figures 
for year 1955 were not available 
but there is every likelihood that 
the upward trend will continue. It 
agent. These figures for the years jg therefore imperative that under- 
of 1950 through 1954 are as fol- writers endeavor to find a sound 
lows: method of granting flood coverage. 


processing business written by all 
companies, we do have figures 
for those companies reporting 
through the Inland Marine Insur- 


ance Bureau as their statistical 


Loss ratio on the 
basis of paid losses 


Premiums Losses to premiums written 
1950 $3,347,171 $1,044,884 31.22% 
195] 4,168,019 2,805,573 41.46% 
1952 4,045,695 1,929,442 47.69% 
1953 4,578,608 2,016,605 44.04% 
1954 3,983,676 2,421,633 60.79% 


ty 


“So you taught your wife to play poker?” 

“Yes, and it was a great idea. Last Saturday 
I won back nearly a third of my salary.” 

. . > 

4 radio station had some explaining to do 
when one of its announcers, delivering a com- 
mercial for a local launderette, blandly recited: 
“Ladies who care to drive by and drop off their 
clothes will receive prompt and individual at- 
tention.” 


“Why does your dog keep turning around 
in circles?” 
“He’s a watch dog, and he’s winding him- 


self up.” 
Wahosiyapi ( North Dakota ) 





@ The relationship of the general contractor 


to his subcontractors has become increasingly 


complex in recent years due, in part, to the 


regulations imposed by state bodies and for this 


reason these bond forms are of interest 


Bonds for Subcontractors 


ESPONSIVE TO suggestions from 
production sources, and to 
meet the increasing demand for 
bonds on _ subcontractors, bond 
forms to serve this purpose have 
been recently prepared. 

The role of the subcontractor 
seems to have become more promi- 
nent in the last few years. Various 
states have passed laws regulating 
the use by the general contractor 
on public work of his sub-contrac- 
tors’ bids. These laws have been 
promoted with the objective of pre- 
venting the general contractor 
from shopping his subcontractors’ 
bids after the award of the con- 
tract, he having used their figures 
in arriving at his successful bid 
price. And in at least one state 
(Massachusetts) a building con- 
tractor may be asked to substitute 
a subcontractor originally chosen 
for one who has quoted a lower 
price to another bidder, or reduce 
his own bid accordingly. 

Another erosion of the general 


By T. L. SEDWICK 








contractor's control can be seen in 
the laws and regulations providing 
for the awarding of the mechani- 
cal trades, such as electrical, heat- 
ing and plumbing, separately from 
the general construction. Alert to 
this development, The Associated 
General Contractors of America 
are giving active and continuing 
attention to the subcontract situa- 
tion. The adoption by the respec- 
tive state and local units of the 
AGC’s Code of Ethical Conduct 
and local activities to improve sub- 
contractor relationships are being 
promoted. 

With the increasing prevalence 
of jumbo contracts this, too, places 
emphasis on the subcontract situ- 
ation. Hundreds of miles of super 
highways sectioned off and let at 
short intervals, large housing proj- 
ects and large reclamation proj- 
ects have given rise to subcon- 
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tractors of considerable size and 
importance. 

In the light of these develop- 
ments, the freedom of the general 
contractor to negotiate with or 
switch his subcontractors after be- 
ing awarded the contract is quite 
apparently being constricted. And 
in the large contracts, the import- 
ance of the subcontractor to the 
magnified. Since 
many subcontract bids come in at 
the last minute, making it difficult 
to adequately check the quality of 
all of them, general contractors are 
becoming increasingly aware: of the 
advisability of requiring subcon- 
tractors to qualify by filing bond. 


job success is 


CuRRENT PRACTICE 


Many large contractors have 
already adopted the policy of bond- 
ine their subcontractors as stand- 
ard operating procedure, and more 
are seriously viewing its merit. 
Among those who have been regu- 
larly bonding their subcontractors, 
many have devised their own bond 
forms. From a review of several, it 
can be said that some are good 
and some are bad, The bad ones 
are characterized by a hodge podge 
of promises incased in a flowering 
super-abundance of words. In the 
event of trouble, the necessity of 
analyzing ambiguities and uncer- 
tainties in a poorly drafted bond 
makes it more difficult for 
to give the prompt 


form 


the 


surety 
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service which otherwise might be 
expected. There are, too, those 
contractors who do not have their 
own forms, but either improvise 
one when needed or accept what 
the subcontractor offers. 

Many contractors have turned 
to their bond agent and have 
asked advice on what as a practi- 
cal matter should be contained in 
the bonds to be exacted from their 
subcontractors. To the producers 
who have so justly earned the con- 
fidence of their contractor clients, 
certainly our industry owed an ob- 
ligation. Also, for those contrac- 
tors who already had their forms 
which could do with some im- 
provement, mere criticism was 
not nearly as effective as the more 
positive approach of offering a 
good substitute. 

Recognizing the need for action 
and the opportunity for service, the 
Surety Association of America de- 
cided to attempt to come up with 
a subcontractor’s bond form, or 
forms, which could be recom- 
mended to contractors or their at- 
torneys. The considerable thought 
and attention given by the dele- 
gated subcommittee resulted in 
three bonds which met the ap- 
proval of the Surety Association’s 
appropriate parent committee. 
These were published in late 1955. 

These three bond forms are en- 
titled: “SUBCONTRACT LABOR 
AND MATERIAL PAYMENT 
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BOND; SUBCONTRACT PER- 
FORMANCE BOND A; and SUB- 
CONTRACT BOND B.” The ab- 
sence of colorful titles makes it 
evident that these utilitarian tools 
have not had the glamorizing of 
an advertising agency! 

The Subcontract Labor and Ma- 
terial Payment Bond was designed 
for use in conjunction with either 
Performance Bond A or B, or in 
fact with any subcontract perform- 
ance bond in situations where it is 
desired to afford a direct right of 
recovery by the _ subcontractor’s 
job creditors against the bond he 
provides. This Payment Bond re- 
cites that it is to be given in con- 
junction with a Performance Bond. 
The kinds of creditors of the sub- 
contractor intended to be protected 
follow in the main the usual and 
customary creditors to whom pro- 
tection is afforded by Federal and 


most normal statutory bonds. The 
creditors are required to provide 
a notice of their claim in a time 
and manner recited in the bond. 
This requirement again conforms 
to reasonable and customary con- 
ditions imposed by most laws or 


regulations. 

An important aspect considered 
in fixing the time limit for notice 
of the claim was to enable the gen- 
eral contractor to rely on a rea- 
sonable time within which to re- 
tain and then release final payment 


to the subcontractor with mini- 
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mum of exposure to himself and 
the subcontractor’s surety. Other 
provisions include a limitation of 
time for filing suit on the bond 
and one designed to localize this 
suit privilege to the jurisdiction 
where the work is done. Compari- 
son of this Subcontract Labor and 
Material Payment Bond with the 
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Labor and Material Payment Bond 
to which The American Institute 
of Architects has given its number 
107 will reveal a considerable simi- 
larity. This was intentional. 

Bond 


A likewise reveals a considerable 


Subcontract Performance 
similarity to the Performance Bond 
form 107 of The American Insti- 
tute of Architects. And this like- 
wise was intentional in view of the 
background of form 107. 


Forms DESIGNED 


In 1946 a committee that had 
been established by the various 
companies in the surety industry 
developed bond forms designed to 
give the most effective and uv »-to- 
date protection to the owner and 
appropriate job creditors. These 
forms were approved by The As- 
General Contractors of 
America, The American Institute 
of Architects and the New York 
Building Congress; and it is these 
bonds to which the AIA has as- 
signed its form number 107. Al- 


sociated 


though primarily designed for 
private construction, they have also 
on occasion been used on public 
work. A word of caution here—to 
those bond producers to whom a 
public authority may come for ad- 
vice: If a governing statute pre- 
scribes a bond form or describes 
what the form should contain, be- 
ware of a conflict between the 


statute and AIA 107 for the result 
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could be confusion or worse, AIA 
107 was the product of seasoned 
heads and has ably fulfilled its pur- 
pose in the intervening years. 

To get back to our subcontract 
bond situation, the drafting com- 
mittee, aware that AIA 107 was an 
excellent design, followed that form 
with adaptations necessary to con- 
form it to a subcontract situation 
in developing the Subcontract Per- 
formance Bond Form A, Although 
primarily designed for situations 
where the general contractor is ob- 
ligated under AIA 107, this form 
can be used in other subcontract 
situations. Subcontract Perform- 
ance Bond A provides that the sub- 
contractor faithfully perform the 
subcontract; that if the subcon- 
tract is properly in default the 
surety may remedy the default, or 
the option of the surety or the 
obligee to arrange completion is 
granted. This bond, being for the 
performance obligation only, limits 
by its terms its availability to the 
named obligee. 

Subcontract Bond Form B is a 
short form engaging the subcon- 
tractor to faithfuly perform the 
contract or indemnify the general 
contractor for his failure so to do. 
It was recognized that many in- 
stances might arise where the gen- 
eral contractor files a short similar 
type bond with the owner. Among 


many subcontract bonds reviewed, 
it was evident that a representative 
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SUBCONTRACT LABOR AND MATERIAL PAYMENT BOND 
KNOW ALL MEN BY THESE PRESENTS: That 


Here omsert the name and address, or legal title, of the Subcontractor) 


hereinafter called Principal, and....... 


as Surety, hereinafter called Surety, 


are held and firmly bound unto 


(Here wmsert the name and address, or legal title, of the General Contractor) 


as Obligee, hereinafter called Obligee, 
for the use and benefit of claimants as hereinbelow defined, in the amount of ; ine 
Dollars ($ 


" wert @ sum equal to one-half of the subcontract price 


for the payment whereof Principal and Surety bind themselves, their heirs, executors, administrators, 
successors and assigns, jointly and severally, firmly by these presents 

WHEREAS, Principal has by written agreement dated 
entered into a subcontract with Obligee for 


m accordance with drawings and specifications prepared by 


(Here insert tull name and title) 


which subcontract is by reference made a part hereof, and is hereafter referred to as the 


subcontract 
NOW, THEREFORE, THE CONDITION OF THIS OBLIGATION is such that if the Principal shall 
promptly make payment to all claimants as hereinafter defined, for all labor and material used or 
reasonably required for use in the performance of the subcontract, then this obligation shall be 
void; otherwise it shall remain in full force and effect, subject, however, to the following conditions: 
(1) A claimant is defined as one having a direct contract with the Principal for labor, material, 
or both, used or reasonably required for use in the performance of the contract, labor and 
material being construed to include that part of water, gas, power, light, heat, oil, gasoline, 
telephone service or rental of equipment directly applicable to the subcontract 
The above-named Principal and Surety hereby jointly and severally agree with the Obligee 
that every claimant as herein defined, who has not been paid in full before the expiration of 
a period of ninety (90) days after the date on which the last of such claimant's work or 
labor was done or performed, or materials were furnished by such claimant, may sue on this 
bond for the use of such claimant in the name of the Obligee, prosecute the suit to final 
judgment for such sum or sums as may be justly due claimant, and have execution thereon, 
provided, however, that the Obligee shal! not be liable for the payment of any costs or 
expenses of any such suit 
No suit or action shall be commenced hereunder by any claimant, 
(a) Unless claimant shall have given written notice to any two of the following: The Principal, 
the Obligee, or the Surety above named, within ninety (90) days after such claimant did 
or performed the last of the work or labor, or furnished the last of the materials for which 
said claim is made, stating with substantial accuracy the amount claimed and the name of 
the party to whom the materials were furnished, or for whom the work or labor was done 
or performed. Such notice shall be served by mailing the same by registered mail, post- 
age prepaid, in an envelope addressed to the Principal, Obli or Surety, at any place 
where an office is regularly maintained for the transaction of evan, or served in any 
manner in which legal process may be served in the state in which the aforesaid project 
is located, save that such service need not be made by a public officer. 
(b) After the expiration of one (1) year following the date on which Principal ceased work 
on said subcontract 
(c) Other than in a state court of competent jurisdiction in and for the county or other 


The above form may be used with either the Subcontract Performance Bond 
Form A (long form) or Subcontract Bond Form B (short form) 


number of general contractors had ance were devised. As indicated 

chosen to use a short indemnifying above, the Labor and Material 

bond. Payment Bond is adaptable to 
Therefore, in the interests of most any type of performance 

affording the bond producer a agreement. 

choice, the two forms for perform- In the use of these forms, un- 
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doubtedly each company will ac- 
quaint its producers with its own 
views. However, it is of importance 
to note that if the general contrac- 
tor desires his subcontractor’s bond 
to have a direct liability for the 
subcontractor’s bills, the Labor 
and Material Payment Bond should 
be used in conjunction with either 
Subcontract Performance Bond A 
or Subcontract Bond B. 


CAREFUL CONSIDERATION 


Surety bond producers thus are 


armed with carefully considered 
instruments that will enable them 
to advise in a concrete fashion with 
their contractor clients. It is evi- 
dent that a general contractor will 
indeed appreciate a form on which 
he can standardize. Permitting the 
subcontractor to present himself 
with his own surety is all to the 
But to 


a dozer different sub- 


good, and is advocated. 
have, say, 
contractors bring in their own re- 
spective surety’s favorite bond form 
imposes a rather severe burden on 
the general contractor or his surety 
advisor to make certain that the 
coverage desired is provided, These 
bonds were designed with an eye 
to the surety’s underwriting to the 
end that it is believed they will 
most likely be satisfactory to the 
This, of 


course, presupposes that the sub- 


subcontractor’s surety. 


contractor himself is an acceptable 
risk to a surety. 


September 


Consideration of the subcontrac- 
tor’s point of view was not over- 
looked in the preparation of these 
bonds. After all, he is to be the 
principal on the bonds. The Labor 
and Material Payment Bond en- 
gages him to do no more than his 
legal and moral obligation, namely, 
pay his bills. But, because the 
surety has become directly liable 
to his creditors, a creditor whose 
bill he might wish to contest could 
bring an action wherever he could 
get service on the surety. With a 
surety whose business is national 
in scope, as most are, the creditor, 
if some restriction were not im- 
posed in the bond, could bring an 
action in a remote 
from the job. This bond, in its pro- 
vision to localize such action to 
the jurisdiction where the job is 
situated, attempts to avoid that. 
This philosophy follows that of the 
Miller Act government payment 
bonds on Federal projects which 
express such a limitation. 

Then, too, some privately drafted 
impose 


jurisdiction 


subcontract bonds could 
on the subcontractor, through the 
terms of the bond itself, an obliga- 
tion that did not appear in the sub- 
contract; for example, an obliga- 
tion to pay all damages that the 
general contractor may pay to any- 
one arising out of damages, direct 
or indirect, claimed on account of 
the work. The discovery of such 
an obligation could easily come as 
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a distinct shock to a subcontractor 
who had carefully read his contract 
but had signed his bond as a mat- 
The 
to above are de- 
signed to avoid that situation. 

In the Subcontract Performance 


ter of course. subcontract 


bonds referred 


Bond Form A the privileges and 
rights of the contracting parties 
are more specifically spelled out, 
and the subcontractor, by execut- 
ing the bond, of course, confirms 
them. There have been cases where 
the principal on the bond in de- 
fault nevertheless attempts to cir- 
cumscribe the surety’s method of 
performance contrary to the surety’s 
opinion as to the best interests of 
the job. By agreeing to what the 


surety may do in advance, such 


frustrations are avoided. 

It should be noted, though, that 
these forms alone are not repre- 
sented to be the complete solution 
to all the general contractor’s prob 
lems in relation to his subcontrac- 
tor. In fact, of first and major im 
portance is the subcontract itself 
and the conduct of the parties in 
operating it: No bond can supply 
the deficiencies of an inadequately 
drawn basic contract which may 
not clearly express what the parties 
intend. The Performance Bonds 
merely guarantee that the contract 
will be performed—and if the con- 
tract is obscure or not sufficiently 
comprehensive, the existence of the 
bond is not intended to nor does 
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it cure such basic deficiencies. 
Furthermore, even with a good 
basic contract it is well for the con- 
tractor’s surety advisor to remind 
him to observe its terms during the 
life of the contract since the sub- 
contractor's surety has undoubt- 
relied on the subcontract 
terms in its underwriting consid- 
eration that led it to supply the 
bond. If material changes are to be 
made during the course of the con- 
tract, currently informing the surety 
to assure its continued 
protection is a much more secure 


edly 


involved 


course than not advising the surety 
and thus taking the chance that 
such protection may be adversely 
affected. 

But given good operational prac- 
tices as reflected by a sound basic 
contract and business-like opera- 
tion under it during its life, the 
subcontractors’ bonds above de- 
scribed can well supply that other 
proper element of security and as- 
surance, covering the risks inherent 
in the contracting business in the 
most complete and _ up-to-date 
fashion. 

Another move by the surety in- 
dustry responsive to the wishes of 
its producers applies principally to 
bond service for general contrac- 
tors. That is the contractor's Bid 
Bond Service Undertaking. 

As is well known, nearly all pub- 
private 


lic contracts (and 


contracts as well) 


some 
let on a com- 
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petitive bid basis require that the 
initial bid for the contract be ac- 
companied by security to 
guarantee that if awarded the con- 
tract, the successful bidder will 
proceed. This security required is 
usually prescribed by the owner to 
be a certified check or a Bid Bond 
or the bidder's option of furnishing 
either. 

For many years past surety com- 
panies’ rate filings had called for a 
$5 charge to be imposed on each 
construction Bid Bond issued; les- 
ser charges were filed for supply 
contracts. An active contractor, 
during the course of a year, will 
usually submit many unsuccessful 
bids before hitting on one that re- 
sults in the award of a contract to 
him. With increasing attention 
given the essential facts of keeping 
operating costs down, the collec- 
tion by the producer and his re- 
mitting to his company of these 
recurring $5 items came up for 
scrutiny and review. 

After careful consideration and 


some 


in its desire to keep abreast of the 
times in sympathetic consideration 
of the producer's problems, the 


surety industry devised and had 


approved by the various regulatory 
authorities a device known as the 
Bid Bond Undertaking. 
This Undertaking was approved for 
construction contractors in the lat- 


Service 


ter part of 1954 and, for supply 
contracts, in early 1956. As most 
active producers of Contract Bonds 
by now know, this Bid Bond Serv- 
ice Undertaking which runs for a 
twelve-month time imposes a pre- 
mium charge of $5 for the initial 
Bid Bond executed; and then other 
Bid Bonds that may be executed 
under the umbrella of this Under- 
taking are supplied without fur- 
ther charge. The surety’s privilege 
of approving or rejecting Bid Bonds 
applied for is reserved to it and, of 
course, other underwriting require- 
ments that may be imposed are 
retained. 

Broad in scope, this Undertak- 
ing applies to all Bid Bonds sup- 
plied in connection with construc- 
tion work or supply contracts in 
the continental United States, 
Alaska or Hawaii, excluding only 
those Bib Bonds where the Bid 
Bond automatically becomes the 
final bond; where no final Perform- 
ance Bond will be required; or in 
connection with carrying the U. S. 
mails. 

Thus again the surety industry, 
watchful and respondent to the 
needs of its producers, after de- 
voting the proper time to exer- 
cise its responsibility for carefully 
weighing the various viewpoints 
and ramifications, has devised a 
facility to currently reflect today’s 
business needs and practices. 





@ One of the lesser-known coverages, Railroad 


Protective Liability, is thoroughly explored here 


to point out the peculiar difficulties now exist- 


ing and suggest an approach that is both prac- 


tical and acceptable 


Railroad Protective Liability 


AILROAD Protective Liability 
R insurance is coverage written 
in the name of the railroad for loss 
arising out of work of contractors 
property. There are 
three types of situations where 
such protection is being afforded 


on railroad 


today: 

1. Insurance furnished to the 
railroad by contractors under 
public work specifications when 
that work is in whole or in part 
on, over, under, or adjacent to 
the railroad’s right-of-way. 

purchased  di- 
at the 
or other 


3. Insurance 
the railroad 
expense of the State 
authority in connection with work 
which involves railroad premises 
under an agreement whereby 
the railroad on its part grants in 
exchange a voluntary easement. 

3. Insurance purchased by the 
railroad for its own account in 
connection with work which the 
railroad itself lets to independ- 
ent contractors. 


rectly by 


By JAMES O. HONEYWELL 





Railroad Protective Liability in- 
surance as it has been written 
during the past twenty-five years 
has varied all the way from a cov- 
erage that protected the railroad 
against nothing but negligent acts 
of the contractor to forms that are 
a complete indemnity for any loss 
or liability which the railroad in- 
curs, regardless of fault. The very 
nature of the coverage requires the 
greatest of flexibility to meet the 
demands of the particular railroad, 
the project and the insurance cost. 

In the depression years when 


our economy was at a low ebb and 
beholden to 
the Federal Government for their 
solvency, there was inaugurated a 


most. railroads were 


for the 
crossings, to be 


program elimination of 
grade financed 
largely by Federal funds. The rail- 
roads were glad to cooperate in 
helping to “prime the pump.” Such 
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additional hazards as accrued be- 
cause work was being undertaken 
ab- 


on their rights-of-way were 


sorbed as the railroads’ contribu- 
tion to help speed recovery. Then, 
too, the elimination of dangerous 
crossings saved the railroads the 
cost of protective personnel and 
equipment. The most limited form 
insurance 


of Protective was ac- 


cepted by the railroads. 

CHANGED SITUATION 
the railroads view the 
quite differently. Turn- 
pikes, toll 
super highways, etc., represent the 


railroad’s prime competition. Why, 
the railroads reason, should they 


Today 
situation 


expressways, roads, 


not be protected against any addi- 
tional risks which arise when they 
allow public work to come in con- 
tact with their normal operations? 
The States, on the other hand, 
recognize what it means to their 
highway budgets if they must in- 
clude provisions for insurance which 
completely protects the railroad for 
any loss which would not have 
been sustained “but for” the proj- 
ect, including a loss caused by the 
railroad’s own operational negli- 
gence. This adds up to insurance 
which because of the cost, the rail- 
roads themselves do not ordinarily 
purchase for their own account ex- 
cept, perhaps, on an excess basis. 
This is the essence of the problem 


as it exists today. There have, 
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however, developed so many com- 
licated situations that the States, 
the railroads, and the insurance 
companies are having difficulty in 
seeing the woods for the trees. 

It is where the contractor is re- 
quired to furnish the railroad its 
insurance that most difficulties have 
arisen. A project may be only a 
gleam in the state’s eye when the 
state first confers with the railroad 
about some prospective road plan 
that will involve the railroad’s right- 
of-way. The railroad is assured that 
it will be furnished Protective in- 
surance, but it is most unusual if at 
the time of the original negotiation 
the full details of the final policy 
are worked out. 

When the state writes the insur- 


ance specifications, the details of 
the coverage are still likely to be 


indefinite. This puts the under- 
writer on the spot. What, in the 
final analysis, is the railroad going 
to demand? If the underwriter esti- 
mates on a minimum the 
policy may not be accepted and his 
contractor, if he is the successful 
bidder, is delayed. Or the under- 
writer might estimate on a very 
broad form and find that his esti- 
mated cost for the insurance is con- 
siderably more than other bidders 
have included for this item. 

The need for some standard form 
acceptable to the railroads, freely 
written by the insurance companies 
at a price agreeable to the states, 


cover, 
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is a “must” because of the unique 
situation which is created when the 
insurance is included in the con- 
tractor’s specifications. Here you 
have insurance for A, paid for by 
B, procured by C, and provided by 
D. And D (the insurance company ) 
has had no negotiations with either 
A (the insured) or B (the pre- 
mium payer). Without some stand- 
this “Tinker-to-Evers- 
play leaves a lot to 


ardization, 
to-Chance” 
“chance!” 

Several years ago the State of 
New York set out to establish a 
standard Railroad Protective insur- 
ance program. The New York De- 
partment of Public Works called 
together the major railroads oper- 
ating in the state, the insurance 
companies, and the various other 
departments of New York having 
interest in the subject. The first 
meeting was held on August 25, 
1953. The railroads sent represen- 
tatives from their legal, insurance, 
and engineering departments, The 
insurance companies were repre- 
sented by a special joint commit 
tee of members of both the National 
Bureau of Casualty Underwriters 
and the Mutual Insurance Rating 
Bureau. 

After many months’ deliberation 
there was a final agreement on the 


scope of the coverage. Adopted 


was a declaration of intent which 
the state agreed to spell out in the 
general specifications for all state 
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work, Subsequently, the Joint Forms 
Committee of the rating bureaus 
drafted a standard policy—the New 
York Form. The Joint Railroad Pro- 
tective Committee established rates 
to guide the staffs of the respec- 
tive bureaus in the establishment 
of rates. At long last, standardiza- 
tion! But only for New York State. 


James O. Honeywell 
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New Amsterdam Casualty Company. 
Hs is in charge of special risk under- 
writing for the company. He is serv- 
ing on Joint Railroad Protective Lia- 
bility, Joint Forms and Committee 

Liability 

groups for the National Bureau of 


on Professional Insurance 


Casualty Underwriters. 
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It was thought that many states 
would adopt the New York Form 
after it was finally agreed upon. 
The states were all clamoring for 
a pilot to lead the way. A great 
number of states were watching to 
see what would be accomplished in 
New York, thinking that the New 
York result might serve as a pat- 
tern for all states to use when re- 
quiring the contractor to furnish 
the railroad its insurance. Unfor- 
tunately, this has not been the case. 

Independently, and without the 
knowledge of those of the insur- 
ance industry who were working 
on this subject in New York, the 
Association of American Railroads 
and the American Association of 
State Highway Officials, through 
special committees, were trying to 
agree on a form at the national level. 

There were two groups working 
within the AAR, a legal committee 
and an insurance committee. These 
groups were augmented by a spe- 
committee of the American 
Engineering Association, 
a companion national association 
to the AAR. Just after the New 
York Form had been accepted and 
approved for New York, the un- 
derwriters learned that a so-called 
“Oregon Form”*® had gained great 


cial 
Railroad 


*The form gets its name from the 
fact that the first mimeographed copies 
which came to the attention of the 
underwriters referred to the State High- 
way Commission of Oregon ond pro- 
vided for countersignature in that state. 
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momentum within these national 

railroad committees and was about 

to receive the blessing and recom- 

mendation of the American Asso- 

ciation of State Highway Officials. 
STRANGE TEXT 

This Oregon Form was reported 
to have been written freely by many 
insurance companies but this fact 
was never substantiated. The word- 
ing of the form was such a depart- 
ure from established insurance text 
that it was almost certainly not the 
product of an insurance company. 
The underwriters immediately asked 
to be heard but were turned down 
at every step. Efforts to give the 
benefit of more than two years’ de- 
liberation in New York were with- 
out avail. Recommendations which 
undoubtedly the railroads would 
have gladly accepted were never 
allowed to be presented. The posi- 
tion of the insurance companies 
might be likened to that of the 
railroads if for some bizarre reason 
the National Association of Manu- 
facturers were to meet with the 
Interstate Commerce Commission 
and design a new uniform bill of 
lading without so much as consult- 
ing the railroads. 

In spite of non-concurrence by 
the insurance industry the Oregon 
Form is today being dictated by 
some states in the specifications for 


public work. 
In certain important respects the 
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The very nature of Railroad Protective Liability insurance demands flexibility 


Oregon Form fails to give the rail- 
road coverage which, in the New 
York discussions, the railroads par 
ticularly desired and the underwrit- 
ers agreed should be given. The 
phraseology of the Oregon Form, 
by not corresponding to accepted 
insurance parlance, creates doubts 
in the mind of those who must ad- 
minister the insurance. This can 
lead only to confusion as to the real 


intention and add to the cost of the 
insurance without a corresponding 
benefit. 

Already one awkwardly construct- 
ed paragraph has been interpreted 
by some companies as not giving 
coverage which the railroads be- 
lieve they are receiving. Not being 
a form agreed upon by the insur 
ance industry, each company feel: 
free to interpret the language as it 
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sees fit. The Oregon Form, with- 
out a workmen’s compensation ex- 
clusion, violates the insurance laws 
of most states. 

It is now apparent that those who 
grasped so avidly for the Oregon 
Form were misled on two impor- 
tant points: (1) that there was a 
ready and willing insurance market 
agreeable to the form, and (2) that 
the premium would be comparable 


to previous costs. 
Harp CHOICE 


All companies may eventually be 
forced to write the Oregon Form. 
What else can they do if their con- 
tractors are required by state speci- 
fications to furnish it? But the cost 
will be high, several times that of 
the New York Form. For the same 


(or perhaps less) premium the in- 


surance companies could give the 
railroads a more acceptable cover- 
age if allowed to work with special 
committees representing the rail- 
roads and the states on a country- 
wide basis. Hope is still alive that 
a more worthy solution can be 
found when there is a better com- 
prehension of the subject. 

There is now to be discussed 
those instances where the railroad 
is permitted to arrange for its own 
insurance and charge the cost to 
the interest sponsoring the project. 
Such was the method successfully 
used on many of the toll roads, 
which involved a great number of 
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railroad crossings. These highways 
are usually financed by self-liqui- 
dating bond issues rather than by 
taxpayers’ money. The bonds must 
be sold before the project starts 
and interest paid during the con- 
struction period. Each day’s delay 
in the opening of the road and the 
collection of tolls represents a sub- 
stantial loss. Above everything else, 
the authority wishes to avoid bottle- 
necks. Any litigation with a rail- 
road would be far more costly than 
giving that railroad all the insur- 
ance available both as respects form 
and limits. 

It would not be practical to im- 
pose on contractors the necessity 
of securing at very high limits an 
extremely broad form such as would 
cover the complete operational neg- 
ligence of the railroads. The mar- 
ket would be too restricted. The 
state or public authority would 
be criticized for writing insurance 
specifications which the average 
contractor would have difficulty in 
meeting. If allowed to procure the 
insurance themselves, the railroads 
would seek out the available mar- 
ket, however restricted. 

High limits require the tapping 
of a special reinsurance market. To 
negotiate all of the Railroad Pro- 
tective insurance as a unit, regard- 
less of the number of crossings 
or contractors involved, efivctively 
saves in the overall cost of rein- 
surance. 
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The consulting engineers on road 
projects are more and more rec- 
ommending that the purchase of 
Railroad Protective insurance not 
be made the obligation of the con- 
tractors. So far as the contractors 
are concerned, the railroads would 
have the same status as that of any 
abutting property owner or passing 
motorist. 

The usual procedure when the 
railroad negotiates for its own in- 
surance is to ascertain the cost of 
the insurance during the construc- 
tion period and submit it to the 
public authority. If that cost is sat- 
isfactory, the railroad merely in- 
cludes it as an item of the total 
sum to be paid to the railroad for 
the easement. If the cost is more 
than the state or public authority 
is willing to pay, “collective bar- 
gaining” begins. More and more it 
appears that this is the practical 
way to approach the writing of 
Railroad Protective insurance. 

The third type of Railroad Pro- 
tective policy is that which is pur- 
chased directly by the railroad in 
connection with its own projects. 
Often the railroad prefers to pur- 
chase blanket Protective insurance 
rather than try to administer the 
insurance on its own subcontracted 
work, Here the railroad buys just 
what it wants. Such policies usu- 
ally make provision for third-party 
claims brought against the railroad 
by contractor's employees. Other 
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industries obtain this form of cover 
more often by way of hold-harm- 
less agreements insured by Con- 
tractual Liability insurance. It is 
not unrealistic to assume that in 
the long run the railroads save if 
they buy the insurance objectively 
in their own name. 

A railroad is vulnerable to claims 
under the Federal Employers’ Lia- 
bility Act by individuals hired by 
coutractors to operate railroad fa- 
cilities. Examples are coal and ore 
docks and freight terminals, when 
operated by contractors. These op- 
erations are insured under the vari- 
ous workmen’s compensation laws, 
indicating the contractor as the em- 
ployer. But there have been cases 
where the employees have made 
successful claims against the rail- 
road under the Federal Employers’ 
Liability Act on the ground that 
the railroad is the true employer. 
(Cimorelli v. New York Central 
Railroad Company, 145 F 2d 575.) 
Railroads frequently wish to insure 
this hazard so as to alivcate any 
loss to the specific operation. The 
only form of insurance offered a 
railroad in its own name to insure 
such exposure is a Railroad Protec- 
tive policy. 

Part of the difficulty today stems 
from the fact that too many under- 
writers think of Railroad Protective 
insurance solely in terms of insur- 
ance to be provided by contractors. 
When this is the approach, stand- 
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ardization is the only salvation. Any 
standardization, however, must rep- 
resent a meeting of the minds of 
(1) the railroads, (2) the states, 
and (3) the insurance industry. 
The New York Form creditably 
answers this need. It commits the 
state to bear the cost of more cov- 
erage 
given the railroads when taxpay- 


than previously had been 


ers’ dollars are involved. There is 
a “Bureau” market offering a stand- 





AND SURETY JOURNAL 


ard form at reasonable rates. 
Railroad Protective insurance ne- 
gotiated by the railroads is some- 
thing quite apart. Such coverage 
railroad 


is tailored to what the 


wants to buy and is willing to pay 
for (perhaps arranging for reim- 


bursement in return for some con- 
cession). Here freedom of contract 
is more essential than a freedom of 
market, and the cost becomes a 
fruition of free enterprise. 
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Liability of School—A 17-year-old 
student at a private boarding school 
was excused from classes for the pur- 
pose of digging shale to be used in a 
school improvement program. As he 
was digging, a ledge protecting the 
entrance to the mine fell on him, in- 
juring him seriously. Svit against the 
school was brought on his behalf on 
the ground that the school was negli- 
gent in permitting the student to leave 
the grounds without his parents’ per- 
mission and to mine shale without 
proper supervision, but the trial court 
held the student guilty of contributory 
negligence and directed a verdict in 
favor of the school. The appellate 
court, however, reversed the judgment 
and ordered a continuation of the trial, 
holding that the question should have 
been decided by the jury. (McMullen 
v. Order (New Mexico 1952) 246 P. 
2d. 1052.) 
i ae 

Liability of Landlord—Two women, 
tenants in an apartment house, were 
injured when they jumped from their 
second floor apartment to escape from 
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a fire which was caused apparently by 
defective electric wiring. Before the 
fire, the women had told the landlord 
that a light in the hallway had been 
sparking when it was turned on. They 
sned the landlord for damages for the 
injuries and recovered a judgment on 
the jury’s verdict in their favor. The 
appellate court affirmed the judgment 
(Heitz v. Hersheway (Illinois 1952) 
107 N.E. 2d. 272.) 
Be Ge, 

Liability of Hotel—A woman 
at a seaside hotel, after obtaining some 
equipment and utensils from the man- 
ager, was walking along the beach at 
night near an outdoor oven, prepar- 
ing to hold a “weenie roast”. Other 
guests at the hotel had previously held 
such roasts at the oven, which was 
located about 200 feet from the hotel. 
Suddenly she stepped into a hole in 
the sand, injuring herself. She sued 
the hotel owner and recovered judg- 
ment on the jury's verdict in her favor. 
The appellate court affirmed the judg- 
ment. (O’Brien v. Peterson ( Massa- 
chusetts 1952) 108 N. E. 2d. 538.) 


guest 








Car at right collided with trolley in Philadelphia, smashed into two parked cars, and burst 


into flames. Three men were burned to death but driver was thrown clear 
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TRAIN 


Automobiles and tank cars lay 
in jumbled wreckage of train de- 
railment near Anchorage, Alaska, 


but no one was injured. 
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e damaged bow of this 
“ment carrier shows force of 
pilision with freighter, which 
ink, in St. Clair river near 


etroit. 


VEHICLE 
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One home was demolished and several others badly damaged when «i jet plane crashed 


and exploded near the Minneapolis airport. No deaths were reported 
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ALMOST BEFORE THE ASHES OF 
THE CATASTROPHIC EARTHQUAKE 
AND FIRE HAD SETTLED, THE HARD- 
HIT INSURANCE COMPANIES SET 
UP PINE BOARD TABLES ON THE 
SIDEWALKS IN FRONT OF THEIR 
RUINED BUILDINGS AND BEGAN 


PLBNNING THE REBUILDING OF 
THEIR BUSINESS! 


WHOLE WORLD OF 
PROMISE !~ 
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{pew BUSINESS ENTERPRISES 
ARE CONDUCTED ON SUCH A 
NARROW MARGIN BETWEEN WHAT 
AWE BUNER GETS AND WHAT HE 
ACTUALLY S FOR IT, AS IN 
AME CASE OF STOCK COMPANY 
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@ The true dimensions of the traffic accident problem 
are enormous—and unknown—under conditions now 
existing and because traffic safety deals with human 
security and economic welfare this executive pro- 
pounds five recommendations for the consideration of 
those engaged in attempting to solve these problems 











Ideas to Prevent Accidents 


VER a span of some 18 years 
O in my present capacity, and 
for a number of years prior thereto 
during my service with the North 
Carolina Industrial Commission, I 
have lived closer than most people 
to the problems and the awful con- 
sequences of accidents. Out of this 
experience, two undeniable facts 
impress themselves upon my think- 
ing: 

1. Where and when 
ever there is a will and a real- 
istic plan to master accidents, 
they are quickly and substan- 
tially reduced and are kept un- 
der control. 

2. Where 
ganized will and a mere hodge 
podge of unrealistic plans, acci- 
dents quickly and consistently 
multiply, and even an approach 


ever 


there is no. or- 


to control] is impossible. 

Traffic safety deals with human 
security and economic welfare. 
There are no considerations above 


these. 


By J. DEWEY DORSET 


I came here, to place before you 
several recommendations which 
experience and cold logic dictate 
as the sure and quick—yes, even 
painless—road to a safer America 
on wheels. Here they are: 

1. Let’s stop kidding ourselves 
about the enormity of the traffic 
accident problem. 

The true 
unknown. We only know that bad 
as the still falls far 


short of completeness. We are, for 


dimensions of it are 


worst is, it 


instance, without any acceptable 
knowledge about the number of 
motor vehicle accidents that occur 
each year on the streets and high- 
ways of the United States. If that 
figure could be compiled, it would 
be breath-taking in its dimensions. 
The number of persons who are 
traffic 


year is an estimate based on ques- 


injured in accidents each 


tionable arithmetic—a guess, and 
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unquestionably a bum one, at that. 
The guess for 1955 is between 
1,350,000 and 2,000,000, and ac- 
cident prevention specialists have 
reason to that even the 
higher guess is an understatement. 


believe 


We are not even sure that the 
number of fatalities is accurate; in 
fact, bad as it is, the figures we 
read each year probably also are 
an understatement. We know with- 
out doubt that until the past four 
or five years the annual record of 
fatalities was a understate- 
ment. So, when I said a few min- 
utes ago that the millionth victim 


gross 


died about three years ago, the 


that he 
five 


truth is 


killed 


real probably 


was between and 10 


years earlier. And as regards the 


economic loss, the vast billions I 
mentioned a bit earlier are positive 
minimums; the true total simply 
can not be computed short of an 
annual effort equal to the taking 
of the national census. 

But of 
annual dollars-and-cents 
traffic accidents greatly 
the $5,000,000,000 annual 
tag I mentioned a few minutes ago. 
And when, in the same breath, I 
that it would not be long 
before we _ established another 
world record by matching the en- 


this we are sure—the 
cost of 
exceeds 


price 


said 
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tire national death with the waste 
we have permitted on our coun- 
try’s streets and highways, that too 
was a probable understatement. We 
may have passed it already, and 
are well on our way toward the 
second $300,000,000,000, if the 
economic waste of the past 56 
years could be compiled. 

Yet, both private and public 
accident prevention organizations 
and agencies come out, month 
after month and year after year, 
with the sickening news that more 
people than ever were killed and 
injured but—it was the safest year 
ever because more motor vehicles 
were being driven more miles than 
ever. That is whitewashing a tragic 
national disgrace. In the first 
place, it pre-supposes that we 
have a reasonable norm upon which 
to base such ratios. We do not. If 
there ever was such a norm, it is 
dated so many back that 
none can remember it. 

In the second place, we do not 
know the complete dimensions of 
the traffic accident record. There- 
fore, we have no basis whatever 


years 


upon which to establish ratios ac- 
curately; and to relate one shock- 
ing record to another shocking 
record is pure deception and a 
dis-service to the public. If the 





Excerpts from an address delivered before the annual meeting of the 
Southern Safety Conference in Atlanta, Georgia, in March of this year. 
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truth were known about the enor- 
mity of our traffic accident prob- 
lem, I strongly suspect that the 
ratios would offer no ground for 
comfort. Happily, at long last, the 
press has begun to recognize the 
inaccuracies that are inherent in 
the current fuzzy arithmetic about 
traffic accidents, and I hope this 
marks the beginning of a speedy 
end to it. 

I recommend, as a step toward 
a real and lasting solution of 
the traffic accident problem, the 
prompt adoption of a uniform ac- 
cident reporting system and the 
maintenance of accurate records 
by every state. I recommend fur- 
ther, that a central agency be des- 
ignated to which accident statistics 
—including injuries and property 
damage, as well as fatalities—shall 
be sent daily, to the end that the 
American people may be informed 
each and every week about the 
true extent of their traffic accident 
problem. 

I am not suggesting the crea- 
federal 
announcement of 


tion of a new 
While 
week’s record should be made si- 
multaneously at both the national 
and state levels, perhaps the best 
results would be obtained by turn- 
ing the national compilation over 
to a quasi-official organization, 
rather than a public agency. The 

Association of Motor 
Administrators, for in- 


agency. 
each 


American 


Vehicle 
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stance would seem to offer ad- 
vantages as a quasi-official na- 
tional agency. It is already operat- 
ing in the field of traffic safety, 
it is composed of the officials who 
handle traffic matters in their re- 
and it is head- 


where 


states, 
in Washington 


spective 
quartered 


press facilities are complete. 


J. Dewey Dorsett 
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is secretary-treasurer of 


and Surety Executives. 
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2. Let's get realistic about traffic 
laws and regulations. 

Substantial progress has been 
made in this field in recent years, 
but we still have a long way to go 
before we shall reach the bare 
minimum that is necessary if we 
are to reduce accidents and main- 
tain a reasonable degree of safety 
on our streets and highways. There 
are three areas in this field where 
great improvement is particularly 
needed. They are (a) the licensing 
of new drivers and re-licensing of 
present drivers; (b) speed limits 
based on the ability of th. ‘river 
rather than the vehicle, am (c) 
uniformity of basic laws in all of 
the states. Now let’s very quickly 
consider those three needs. 


Driver LICENSES 


Traffic safety begins with the 
kind of drivers we first permit on 
the road and the kind we permit 
to remain there. All 48 states now 
require drivers to be licensed; but 
right there I can almost say period. 
31 states do not re-examine a 
driver after conviction for negli- 
gence, and 31 do not even re- 
examine known accident repeaters. 
The need for firm and adequate 
first examinations is obvious; there 
is equal need, however, for re- 
examination of all drivers at least 
every three years, based perhaps 
on the anniversary date of the last 


license. And I unequivocally rec- 
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ommend, immediate re-examina- 

tion under any of the following 

circumstances: 
A. Upon conviction of a se- 
rious law violation, such as 
speeding, reckless driving, 
drunken driving or a felony. 
B. Upon involvement in an 
accident in which a person is 
killed or injured, or property 
damage exceeds $100. 
C. Upon involvement in a 
third accident, regardless of 
the damage involved. 

Speed control is one of the 
most serious problems before us. 
What is a safe speed? The only 
sound answer is, a rate that the 
average driver is capable of han- 
dling when he or she is confronted 
suddenly by an emergency. Many 
drivers, no doubt, are capable of 
handling 60, or perhaps even 70, 
miles per hour. But the average 
driver is not. It is, therefore, a dis- 
service both to the drivers them- 
selves and to the public at large, 
to wait until the average driver 
kills or injures someone and then 
punish him for not knowing better. 
We know that under the best con- 
ditions 50 miles per hour is safe, 
but diminishes as conditions de- 
teriorate. I recommend that safe 
speeds under all conditions be 
established and posted. Then we 
shall have a decent basis for pun- 
ishing violators and will provide 
sound protection for everyone. 
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Speed control is one of the most serious problems 


There is no uniformity of traffic 
laws. Only one state has adopted 
the Uniform Vehicle Yet, 
motor vehicle traffic is strictly an 


Code. 


interstate business these days. | 
that 
tions or conditions in congested 


can concede some _ intersec- 


communities may call for special 
but the time is long 
past when speed limits, reckless 
driving and drunken driving stat- 


treatment, 


utes, and similar basic laws, should 
be the same for every state. The 
Uniform Vehicle Code should be 
adopted by all of the states. 

3. Let's have strict enforcement 
of our traffic laws and regulations. 

What profit it, to have the best 
laws intelligent minds can draft, 
and effec- 
that we 


if they are not firml) 
tively enforced? Better 
had no laws at all. Nothing breeds 
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contempt and disregard for law 


so quickly as public knowledge 
that 


or timid. 


enforcement is non-existent 
Effective 


means, first, enough policemen on 


enforcement 


full-time road duty to let 
motorist know that his chances of 


every 


getting away with a violation are 
too small even to be considered. 
A second must is that police be 
equipped with modern means of 
traffic 


radar, 


detecting law violations, 


such as unmarked police 


cars, and tests for drunken drivers. 
No Sport 


Some have said it isn’t “sport- 
ing” to use radar to flag down 
speeders. Well, if anyone tries to 
tell me that I should be “sporting” 
about my life, limb or property, I 
am going to tell that individual 
that he has taken of his 
senses. Radar can’t possibly hurt 


leay e 


a motorist who isn’t violating the 
law, and it greatly helps lawful 
the 
speed artists in dozen lots rather 


motorists by gathering in 
than singly. To those-who say un- 
marked police cars are not right, 
I answer that we then should also 
put detectives back in uniform and 
the 
tests are 


let crime promptly inherit 
And if 
unconstitutional, so is finger-print- 
ing. 

4. Let's 
court handling of traffic cases. 


earth. alcoholic 


have more realistic 


A lenient judge can do more to 
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undermine efficient enforcement of 
traffic laws than any other indi- 
vidual or group of individuals, un- 
less it be a group of lenient judges. 
He not only destroys police mo- 
rale, but he also invites motorists 
to disobey the law by letting them 
know that, if they are arrested, 
they will get a tap on the wrist, 
at most. Certainly a judge must 
require proof of guilt, but once 
that is established the punishment 
should fit the crime. 

Despite the tragic records they 
there seems to 
linger among many people an in- 
ordinate sense of sympathy for 
traffic law violators when they are 


have established, 


brought to justice. There seems to 
be a feeling that a person killed 
by a motor vehicle isn’t quite as 
dead as one who is shot down by 
a gunman. I suspect that too often 
judge or jury looks upon the pris- 
oner charged with a serious traffic 
law violation and things, “There, 
but for the grace of God, stand I.” 

This 
men, women and children will pay 
with their lives for that unrealistic 
and frightening attitude in courts. 
It must be corrected, and to do it 
I recommend that careful consid- 
eration be given to fixing definite 


very year thousands of 


forms of punishment for those who 
are convicted of the kinds of vio- 
lations that endanger life, limb 
and property. The minimum should 


be suspension of a driver's license 
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for a substantial period of time— 
with restoration of such driving 
privilege at an earlier date specifi- 
cally and unequivocally forbidden. 
Coupled with this should be revo- 
cation of license, heavy fines, and 
jail sentences for the more serious 
and flagrant cases. 

5. Let’s have more and better 
roads. 

I am for that. So is the Associa- 
tion I represent. Only last month, 
the Association of Casualty and 
Surety Companies formally an- 
nounced its support of a sound 
road improvement and construc- 
tion program. But, the principal 
argument that is being advanced 
to win public support for that pro- 
gram is both fallacious and danger- 
ous. The people are being told, 
in effect, if we have bigger and 
better and more roads, there will 
be a great reduction in traffic ac- 
cidents, that safety will be at- 
tained. 

That is not true; it would re- 
main untrue even if every possible 
safety feature known to the spe- 
cialist were built into our roads. 
Nothing is truer than the state- 
ment, now many times repeated, 
that you can build safety into a 
road—eliminate unprotected means 
of access or departure, round and 
bank the curves to perfection, use 
only skid-proof blowout-proof and 
glare-proof materials, and do all 
of the many other things that are 


But—if 


known to the engineers. 


you do not, at the same time, build 


safety into the drivers who use 
those roads, they will find new 
ways of killing and 
other people, too. 

You need only look at the ex- 
perience up to several years ago 
on the Pennsylvania and New Jer- 
sey Turnpikes for confirmation. 
Further proof is found in the fact 
that from 76 to 90 per cent of all 
drivers involved in traffic accidents 
were committing more 
traffic law violations at the time. 
So I say, let’s have more and bet- 
ter roads, but not kid our- 
selves and the public by thinking 
they will be any safer than the 


themselves 


one or 


let’s 


average road unless we establish 
safety rules designed to fit them 
and provide the means of firmly 
requiring driver compliance. In 
other words, let’s build safety into 
the drivers, as well as the roads. 

Time has not permitted me to 
discuss all of the facts in support 
of the five points I have submitted 
for your consideration. Nor have 
I attempted even to mention other 
points that 
closest study. Education, for in- 


are worthy of your 
stance, is a subject entirely in it- 
self. If we are to have adequate 
driver license examinations, for 
instance, it will be almost manda- 
tory that the high schools provide 
instruction. 


suitable courses of 


Similarly, if we propose to sternly 
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enforce adequate traffic laws, the 
afford 


instruction 


high schools again must 


instruction, as well as 
in the safe operation and mainte- 
nance of a motor vehicle. 

If, in the presentation of this 
discussion I have been forthright, 
it is because we are confronted by 
a problem that demands frankness. 
The record calls for no less. In 
1903, 72,400 persons were killed 
all of the 


United States, motor vehicles con- 


in types accidents in 
tributing 400 or approximately % 
of 1 In 1953, 95,000 
persons lost their lives in all types 
of accidents in the United States, 
of which 38,300 


killed by motor vehicles. That is 


per cent. 


number were 
more than 40 per cent. It requires 


no great scholar to understand 
that there is a reason for this amaz- 
ing reversal. 

It is found in what industry and 
reduce 
on-the-job 31.87 
per 1,000,000 man-hours work in 
1926 to 7.22 


insurance have done to 


accidents from 


in 1954, compared 


with what I am obliged to say 
traffic safety organizations and 
agencies have not done in their 


field. The business man and insur- 
ance underwriter had no alterna- 


tive but to stop on-the-job acci- 


be 
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dents or face such severe govern- 
mental control that economic prog- 
ress would have been stagnated. 

I that group in 
this room has an equal stake in 


submit every 
the problem of traffic accidents. 
The worker killed or injured on 
the highway is as direct a loss to 
his employer as though he had 
been killed in the plant or office. 
The minimum cost of traffic acci- 
dents is a direct tax on every man, 
woman and child in this country. 
It is reflected, one way or another, 
in the price we may for everything. 
You can't $5,000,000,000 
year out of a nation’s economy and 
write it off as something George 
will pay for. Joe and Jane will pay, 
too. Your pocket book is in the 
middle, not to mention your life 


cut a 


and limb. 

When the people are made to 
understand this fact, traffic safety 
will not be far behind. But it will 
not be accomplished by inaccurate 
statistics, by antiquated laws, by 
inadequate or timid enforcement, 
by lenient courts, or by telling the 
people that safe roads will make 
safe drivers. The whole truth, and 
nothing but the truth, will get the 
job done. 


When a woman driver drives like a man, she 


gets blamed for it. 


—The Indiana Agent 





@ The Residence Theft portfolio has been con- 


siderably simplified and broadened by the in- 


troduction of two new policy forms which are 


designed to replace, rather than supplement, 


their predecessors 


The New Residence Theft Forms 


HE NEW Residence Theft Pro- 
perder effective February 29, 
1956, is a product of two years of 
intensive study by Burglary under- 
writers of this phase of the personal 
insurance field. 

Right at the start you may be 


perplexed, and properly so, at the 
propriety of spending so much of 


our time, talent, and treasure on 
a couple of specified peril policies 
in the face of an undeniable trend 
toward multi-peril package policies 
which absorb these specific perils as 
easily as a sponge soaks up water. 

Admittedly, many of your clients 
are readily sold on the desirability 
of buying all of their eggs in one 
basket. There will always be a re- 
spectable number of homemakers, 
however, who, even though they 
like the looks of the basket, feel 
that they cannot afford or just do 
not believe they need so 
eggs. This latter group, particularly 
the younger homemakers, are the 
prospects for a few basic coverages 


many 


By IRA J. HEMINGWAY, JR. 


today and they will be better pros- 
pects for our package policies to- 
morrow. 

Sensitive to the fact that these 
days many producers would wel- 
come a moratorium on new policy 
forms, the new program was aimed 
primarily at broadening and sim- 
plifying two policy forms which 
replace, rather than supplement, 
forms already in the Residence 
Theft portfolio. 

This program of simplification 
carries over into the Residence sec- 
tion of the Burglary Manual. For 
example, the 50% blanket method of 
providing on premises theft is elim- 
inated as is the rule which provided 
“Coverage for Less Than $1,000"— 
better known as the $500 Blanket 
Policy. 

This is a refreshing approach and 
contrasts sharply with a growing 
tendency to promulgate new forms 
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and rating methods without regard 
to the advantages that can accrue 
from performing an “all out” house- 
cleaning job on some of our exist- 
ing products. 


PRINCIPAL POINTS 


Three comparisons are desirable 
for an understanding of the new 
policies. The first two underline the 
improvements in 
under the Broad Form Personal 
Theft Policy and the Personal Theft 
Policy as compared to their prede- 


major coverage 


cessors, the Residence and Outside 
Theft Policy and the Householders 
Limited Theft Policy. Finally, a 
resume of the principal points of 
difference the 
Broad Form and the 
Personal Theft Policies. 

The Broad Form Personal Theft 
Policy which replaces the old Resi- 
dence and Outside Theft Policy 


contains separate “on premises” and 


between “deluxe” 


“low cost” 


“off premises” Insuring Agreements. 
The off premises coverage is option- 
al. Both agreements pay for loss by 
theft or mysterious disappearance 
on the insured property. Note care- 
fully that the “mysterious disappear- 
ance” peril is covered through its 
affirmative inclusion in the Insur- 
ing Agreements. This effectively 
the of Mr. 


and Mrs. Insured, certain misunder- 


eliminates, to benefit 


standings of such coverage under 
the former policy where the defini- 
theft mysterious 


tion of granted 
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disappearance coverage which was 


conditioned upon a presumption of 
theft. 

Since presumption must be forti- 
fied by probabilities, the circum- 
stances surrounding mysterious dis- 
appearance under the old 
policy were very properly subject 
to rebuttal. Such a rebuttable pre- 
sumption is non-existent in the 
Broad Form Policy. Do not over- 
look the fact, however, that “dis- 
appearance” is modified by the 
word “mysterious.” This simply 
means that articles which are mere- 
ly lost are covered provided the 
circumstances of the loss are mys- 


losses 


terious and cannot be explained. 
An article dropped overboard, even 
though it is not recoverable, cannot 
be said to have disappeared mys- 
teriously. It was lost under circum- 
stances of which the owner was 
aware and the disappearance can 
be explained. The new Broad Form 
Policy continues to exclude loss by 
mysterious disappearance of a pre- 
cious or semi-precious stone from 
the setting in any watch or piece 
of jewelry. 

Coverage applies automatically 
when the insured moves to a new 
location whether or not the com- 
pany is notified of course, 
premium adjustment is unnecessary 


and, 


on the current policy. 
The Broad Form “off premises” 
coverage contains three major im- 


provements. The old “Western 
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Hemisphere” territorial limitation 
has been deleted so that the policy 
provides protection anywhere in 
the world. Property unattended in 
automobiles is at all times covered 
which eliminates the former option 
of including or excluding such 
property and thereby simplifies the 
rating. Thirdly, the old exclusion 
pertaining to property in charge of 
a carrier for hire has been deleted. 
Thus persons traveling by land, sea, 
or air who take the precaution of 
checking their baggage have cover- 
age under the new policy. 

The premises coverage may be 
written under the Broad Form Pol- 
icy on either a blanket or divided 
coverage basis. Blanket coverage 
relieves the insured of the burden 
of assigning a specific amount of 
insurance to section “a”, jewelry 
and furs, and section “b”, other 
property. Sterling silver is now con- 
sidered as “other property.” If the 
insured is willing to assign values 
as between “a” and “b” property, 
the insurance under divided cov- 
erage may be obtained 
which are approximately 33 1/3% 
lower than blanket coverage rates. 

The Personal Theft Policy which 
replaces the Householders Limited 
Theft form has been substantially 
broadened but may well be classed 
as a “low cost” basic Theft package. 
A single Insuring Agreement pro- 
vides coverage both on and off 


at rates 


premises at a single rate. Several 
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of the broadened features of the 
deluxe Broad Form Policy will be 
found in the Personal Theft Policy. 
The off premises coverage is now 
worldwide. Coverage applies auto- 
matically when the named insured 
moves to new premises and cov- 
erage is afforded for property in 
charge of a carrier for hire. 


Ira J. Hemingway, Jr. 
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Two of the most serious objec- 
the old Householders 
Limited Theft Policy have been re- 
moved. The sub-limit of $250 on 
jewelry, sterling silver, and furs has 


tions to 


been deleted and the insured may 
now select any amount if insurance 
to apply to “jewelry and furs” and 
another amount to apply to “all 
other property.” Sterling silver is 
also classed under this policy as 
“all other property.” In addition, 
the former sub-limit of $250 for off 
coverage has been re- 
the 
Agreement referred to above pro- 
vides the same amount of insurance 


premises 


moved and single Insuring 


off the premises as is selected to 
apply on the premises. 


Major IMPROVEMENTS 


Another major improvement is 
an increase in the sub-limit for 
money from $50 to $100 and for 
securities from $250 to $500. This 
parallels the sub-limits for money 
and securities afforded by the 
Broad Form Personal Theft Policy. 
under the Personal 
Theft Policy may only be written 


Coverage 


on a divided coverage basis with a 
specified amount of insurance on 
section “a”, jewelry and furs, and 
another amount assigned to section 
“b”, all other property. It is, of 
course, permissible to purchase 
coverage under only one of these 


sections. 


It is interesting to note that the 
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rates for both of these classes of 
property are the same. This is also 
true where divided coverage is pro- 
vided under the Broad Form Pol- 
icy. Formerly, the divided coverage 
rates for “jewelry and furs” were 
appfoximately 30% higher than 
those for “all other property.” Re- 
cent statistics show that this rate 
differential is no longer justified. 
This can probably be ascribed to 
the fact that modern furnishings 
and equipment, such as television 
sets, high fidelity components, etc., 
have increased the susceptibility to 
theft of “all other property.” 

Let us now review the principal 
points of difference between the 
Broad Form Personal Theft Policy 
and the Personal Theft Policy. 

The Broad Form Personal Theft 
Policy provides affirmative mysteri- 
ous disappearance coverage through 
the inclusion of this peril in the 
Insuring Agreement. The Personal 
Theft Policy does not include mys- 
terious disappearance. 

The Broad Form Personal Theft 
Policy covers loss of the insured’s 
property, or property of his chil- 
dren, occuring in a dormitory, fra- 
ternity, or sorority house. Such cov- 
erage is not provided by the Per- 
sonal Theft Policy. 

The Broad Form Personal Theft 
Policy covers loss of property while 
unattended in an automobile. The 
Personal Theft Policy, on the other 
hand, limits loss of property from 
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There will always be a respectable number of homemakers, of the younger 
age groups particularly, who feel that they cannot afford multiple peril 
protection. They are the prospects for a few basic coverages today 
and will be better prospects for our package policies tomorrow. 


automobiles to such losses as are 
caused by forcible entry into a 
locked car. 

The Broad Form Personal Theft 
Policy provides coverage for boats 
on the premises up to the policy 


limit but restricts the amount of 
coverage for boats off the pre nises 
to $500. The Personal Theft Policy 
grants no coverage on boats. 

The Broad Form Personal Theft 


Policy requires a specific declara- 
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tion in the policy, and an addition- 
al premium, if coverage is to be 
granted on premises used for a 
business purpose, such as a doctor’s 
office. Property pertaining to the 
business of the insured is covered 
at the premises but not away from 
the premises, unless the policy is 
so endorsed for an additional pre- 
mium. The Personal Theft Policy 
may not be written to cover on any 
premises which involves business 
occupancy. 

The Broad Form Personal Theft 
Policy contains separate Insuring 
Agreements with separate amounts 
of insurance for losses occurring 
on premises and off premises. The 
Personal Theft Policy contains one 
Insuring Agreement which combines 
inside and outside coverage and 
the amount of insurance applies to 
this combination rather than sepa- 
rately to the inside and outside 
exposures. 

The Broad Form Personal Theft 
Policy may be written on either a 
blanket or a divided coverage basis. 
The Personal Theft Policy is availa- 
ble only on a divided coverage basis 


whereby the insured selects the 
amount of insurance applicable to 
“jewelry and furs” and another 
amount applicable to “all other 
property.” 

Specific insurance on separately 
described articles may be provided 
by endorsement to either of these 
new policies. Since specific insur- 
ance is written rather infrequently, 
it was considered desirable in the 
interest of clarity to omit this cov- 
erage from the basic policy. 

The word “deluxe” has been used 
frequently in reference to the Broad 
Form Personal Theft Policy because 
it appropriately describes the quali- 
ty features of this contract. Pro- 
ducers may deliver it to their clients 
in full confidence that no other 
residence theft policy ever afforded 
such broad coverage at reasonable 
cost. 

The words “low cost” and “theft 
package” are used to suitably de- 
scribe the Personal Theft Policy. 
Producers who carefully review that 
coverage and then check rates for 
their territory will discover that 
these terms are not misnomers. 


ao 


“How about stealing a kiss?” 

“Sir, I have scruples!” 

“I’m not worried. I've been vaccinated.” 
—The New Jersey Agent 
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Ircuy FINGERS 

There are many schools in the 
country which bond their treasurers, 
but overlook the many other school 
employes who may have wide-open 
access to funds. Some of these per- 
sons are trustworthy but some, ac- 
cording to the number and size of 
school embezzlements, are not. 

Opportunities are rife for tapping 
the school till. Many school boards 
disburse as much as half of a com- 
munity’s tax funds. Sizable and un- 
guarded sums are taken in at school 
entertainments, by cafeterias and bus 
drivers, and through the sale of foot- 
ball and basketball tickets. In our 
territory, blanket bonds covering all 
school employes may be taken out by 
the school board. It will be well for 
agents to point out the accessibility 
of school funds, often beyond the con- 
trol of the treasurer, and suggest blan- 
ket bonds covering all school em- 
ployes. 

—Cravens, Dargen Review 
oe .28 

No AXEs 

Many of us in the insurance world 
receive announcements from time to 
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time of fire inspections in towns 
throughout our territory. Many of us 
pass the notices by with no more 
than a glance, not realizing that the 
town inspection is possibly the most 
valuable public relations tool used by 
our industry. It is difficult for field- 
men to visualize any value in losing 
their production time. And it is small 
concern to many more of us that 
“Podunk Center” will receive a fire 
inspection, 

Yet here is a phase of public rela- 
tions which grinds no axes, does not 
solicit business and has no gimmicks, 
and features the inspecting companies 
in the role of completely selfless ser- 
vice. In the town inspection, we do 
not advertise what we are capable of 
doing—we get out and translate our 
services into action. 

Lately, town inspections have 
come community projects which are 
usually given generous publicity by 
newspapers and civic organizations. 
Local agents set the inspections in 
motion and are credited with its spon- 
sorship. Not all merchants will re- 
joice at being told that they have 
overlooked fire hazards but the ma- 


be- 
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jority of citizens are unquestionably 
impressed when a large group of in- 
surance company representatives spend 
an entire day in their town rendering 
only community service. 

From our own viewpoint, not only 
are fire hazards uncovered without 
promise of gratuity, but a chain of 
insurance reaction is begun. Many 
townspeople, when warned of exist- 
ing fire hazards, turn their thoughts 
to possible losses and then to thoughts 
of how to get out from under the 
consequences of such losses. Insur- 
ance then enters their mental process 
with favorable inclination toward the 
companies who were responsible for 
warning them of their hazards. 

—Cravens, Dargen Review 
, rf 
OccurRRENCE FEATUR® 

Much has been written about 
Bodily Injury Liability policies issued 
with and without the provision that 
injuries caused by an “occurrence” 
rather than by an “accident” should 
be covered. Some companies include 
the occurrence feature in their poli- 
cies, Bureau companies will add an 
endorsement to a_ liability policy 
whether automobile or general liabil- 
ity, putting the policy on an occur- 
rence basis. The cost is 1 percent of 
the liability premium with a mini- 
mum charge of $2.50. 

The U. S. F. & G. St. Louis office 
cites these examples of “occurrence” 
cases that would not be covered un- 
der the accident policy: 

1. Fumes from a temporary asphalt 
plant maintained by a contractor close 
to a number of dwellings caused both 
property damage and lung injury to 
the occupants. 

2. A residence occupant alleged 
that her nervous system had been 
impaired by the constant vibration of 


September 


heavy stamping machincry in a fac- 
tory. 

8. Contaminated drinking water was 
pumped by a contractor from a pol- 
luted stream and furnished to his 
employes and their families who lived 
on the site. 

4. An oil refining risk was attempt- 
ing to get rid of certain poisonous 
gases from its oil wells by burning 
them in furnaces. This process was 
faulty and the fumes discharged from 
the furnace stacks were almost as 
deadly as the original gases. Numer- 
ous residents in the adjacent area pre- 
sented claims. 

—The Local Agent 
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UNCOVERED CLAIMS 
The change of a policy to the oc- 
currence basis, however, is not the 
only thing that should be done if you 
want to close the door on the possi- 
bility of claims being uncovered when 
the insured thinks they should be 
covered. The most effective step in 
this direction is to sell the Compre- 
hensive Liability policy. Every com- 
pany provides a survey form which 
it is necessary to complete to arrive 
at the correct rate and in the process 
of completing this you are almost sure 
to make the sale. One of the most 
profitable procedures an agent can 
adopt is to ask every public liability 
policyholder eligible to the Compre- 
hensive policy to allow him to make 
such a survey of the premises. By the 
time he has completed the rounds of 
his liability policyholders he will not 
only have greatly increased his liabil- 
ity premiums, but will have impressed 
his insured with the quality of his 
service. He will also have eliminated 
a good many future headaches due 

to uncovered claims. 
—The Local Agent 
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No PENALTIES 

As the saying goes, “It ain't what 
you say, it’s the way that you say it.” 
This is particularly true when you 
are explaining coinsurance, or contri- 
bution, to a customer. 

Occasionally, a word or statement 
will work its way into an explanation 
which makes the whole idea of co- 
insurance seem distasteful. An exam- 
ple: “If you don’t carry enough insur- 
ance to comply with the coinsurance 
clause, you will be penalized when 
a loss occurs.” 

Actually, there are no penalties in 
coinsurance and the insured is not 
penalized. On the contrary, in return 
for a substantial reduction in rates, 
the policyholder simply agrees to keep 
his insurance up to at least a specified 
proportion to the value of the insured 
property. If the policyholder fails to 
obtain and retain enough insurance 


to comply with the terms of the co- 
insurance clause, it is considered that 
he acts as his own insurance company 
for the difference between the amount 
of insurance he actually carries and 
the amowat he agrees to carry. By 


purchasing less insurance than he 
agrees to buy and thereby paying a 
smaller premium, the policyholder is, 
in effect, “paying” himself a premium. 
If he has no losses, he pockets the 
difference. But when his property is 
damaged or destroyed, he, himself, 
pays a portion of the loss, 
Remember that the coinsurance 
clause is part of the policy contract— 
a business-like agreement with ad- 
vantages, not penalties, to both the 
customer and the company. Instead 
of saying “If you don't carry enough 
insurance, you will be 
say “By agreeing to carry an adequate 
amount of insurance, you will benefit, 
not only through a reduction in rates, 


penalized,” 
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but also by being properly protected.” 
—Cravens, Dargan Review 
, ee ¢ 

OTHER BUSINEss 
If you have many garage operators 
on your insured list, take a look at 
what other businesses they are get- 
ting into. A good many of them sell 
candy and cigarettes and soft drinks, 
and some even go into appliances, and 
television sets, and do the installation 
work, There are a number of other 
things that are apt to engage the 
attention of these garage operators. 
The safest way to cover all of them 
is to provide a Comprehensive Liabil- 
ity policy with a Garage Liability 
endorsement, but if you do not do 
that, make sure that these operations 
can be regarded as “necessary or in- 
cidental.” If they are more than half 
of his business volume, then the Com- 
prehensive policy is required to give 
COVEERG. —The Local Agent 


he ee 
Bin Bonps 

A Bid bond costs only $5 but it 
commits the bonding company to 
write the Performance bond if the 
contractor's bid is accepted. So it 
must be underwritten with the same 
care as the contractor’s bond itself. 
In fact it is more dangerous because 
when a Performance bond is written 
the surety knows what the bid is, but 
when the Bid bond is written he 
knows, we hope, that the contractor 
usually bids on a basis that indicates 
his knowledge of his business but 
that is all. Nevertheless when you 
know that a contractor is a good one 
and financially sound, writing the Bid 
bond is an indication that if his bid 
is accepted you will get the Perform- 
ance bond and it is therefore a very 

important service. 
The Local Agent 
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MEASURE CLIENTS 

How can you measure whether an 
account is too small to be attractive? 
Some agents believe it should be 
measured by the size of the premium 
—that the time spent in soliciting a 
small account is worth more, dollar- 
wise, than the commissions which 
may be earned. On the other hand, 
many large and prosperous agencies 
tell us that the small premium ac- 
count is the backbone of their busi- 
ness. 

We don’t believe the dollar sign 
should be used as a measurement. It 
has been our experience that the size 
of an account, as well as the size of 
a client, cannot be measured in mon- 
ey alone. But there is one important 
measure which should never be over- 
looked. Is the character of the client 
big or little? 

Does the client regard insurance 
as a sound investment or as a be- 
grudged expense? Can the client un- 
derstand the strength of insurance 
and appreciate its limitations? Does 
he respect competent insurance spe- 
cialists as he respects his legal and 
medical counsel? Is he fairminded or 
does he regard you as fair game for 
his unreasonable demands? 

In short, will he be big or little in 
his dealing with his agent? 

A little insurance budget adminis- 
tered by big-minded people can be 
both profitable and enjoyable, with 
an excellent chance of growing into a 
big insurance budget. 

But the biggest insurance budget 
in the hands of little-minded people 
is often not only unprofitable to you 
because of the extra services required, 
but usually becomes intolerable be- 
cause of unreasonable personal de- 
mands. 

In considering the solicitation of an 
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account, large or small, measure it 
first in terms of the people involved. 
With his yardstick in mind, you will 
profit by gaining a great many small 
budget accounts for your agency with- 
out a single small client. 
—Cravens, Dargan Review 
nh. Oe 
CLIENT CHANCES 

Nobody needs Accident insurance. 
Only one out of 17 people in the 
U.S.A. was killed or injured in acci- 
dents last year. Your client has a 16-1 
chance of not “losing income through 
being in an accident.” Who needs in- 
come protection anyway—it’s just an- 
other way of babying yourself. 

—General’s Review 
a 
SALEs STUDY 

If we didn’t make mistakes we 
would never progress. By studying 
what went wrong in designing motor 
cars and planes, engineers learned to 
produce better machines. The same 
principle is true of selling. Studying 
the possible reasons why you lost a 
sale may provide the clue for making 
the next one. It is a good idea to 
analyze lost sales on paper. You will 
be amazed how much you learn. 

—General’s Review 
le hee 
Hove Ipea 

An agent friend of ours recently 
handed us his business card. Where 
the middle initial should have ap- 
peared in his name, a hole was 
punched. Out of curiosity we asked 
the purpose of the hole. 

“That,” he said, “is an opening for 
me to start talking to you about insur- 
ance. It represents a hole that may 
exist in your insurance program.” 

And what’s more, he says the idea 
works! 

—Cravens, Dargan Review 
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Copies may be obtained by 
writing to: Acc: ent Prevention 
Department, Association of 
Casualty and Surety Companies, 
60 John Street, New York 38. 





I-34. “Your Guide to Safety as a Sales- 
man Driver” (Revised)—A safe-prac- 
tices rule book outlining the common 
causes of accidents in vehicle opera- 
tion and common sense rules to fol- 
low in avoiding them. Contains sec- 
tions on the daily vehicle check, 
vehicle loading, standard signs, signals 
and markings, accident reporting and 
the personal safety of the driver out- 
side the vehicle. Includes stopping- 
distance tables for passenger cars and 
light trucks based on the recommen- 
dations of the National Conference 
on Stopping Distance Charts. 28 pp., 
3%” x 5%”. $3.25 per 100 copies.* 


CV-l. “Truck and Bus Drivers’ Rule 
Book”—A regularly-revised digest of 
sections of the Interstate Commerce 
Commission’s Motor Carrier Safety 
Regulations which directly concern 


drivers of common, contract and pri- 
vate carriers. Include a sample of the 
ICC driver's daily log and a suggested 
form for the post-trip vehicle condi- 
tion report. 44 p., 34%” x 5h”. $4.50 
per 100 copies.*® 


CV-3. “Commercial Vehicle Drivers’ 
Guidebook”—A concise treatment of 
the fundamental rules of safe driving. 
Contains sections on driver qualifica- 
tions, equipment, signals and mark- 
ings, traffic laws, and rules of the 
road. Includes stopping-distance tables 
for light and heavy trucks and for 
3-axle trucks and combinations based 
on the recommendations of the Na- 
tional Conference on Stopping Dis- 
tance Charts. 48 pp., 3%” . $4.50 
per 100 copies.* 
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I-49. “Your Guide to Safety as a Re- 
tail LP-Gas Delivery and Serviceman” 
—Covers the transportation of LP-Gas, 
fire control, handling of cylinders, 
storage-container filling, “out-of-gas” 
calls, regulator freeze-ups and house 
trailer systems. Also outlines precau- 
tions to be taken in installing LP-Gas 
systems for domestic and small com- 
mercial consumers, and discusses per- 
manent storage containers, bottled gas 
and piping. 28 pp., 34” x 5%”. $2.50 
per 100 copies.* 


ET-30. “Driving Knowledge Quiz’— 
An informal test consisting of 50 true- 
false, multiple-choice and _ pictorial 
identification items, designed for ex- 
perienced drivers in reviewing their 
behind-the-wheel “intelligence.” Re- 
quires about 20 minutes to com- 
plete. Correct-answer “Key” included. 
4 pp. (single fold), 8%” x 11.” $1.50 
per 100 copies.* 


* Slightly higher to non-members 
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“Why should I increase your allowance? You women own 80% of the nation’s 
wealth already!” 





@ All-risk crop insurance protection was intro- 


duced this year, successfully, by the industry for 


the first time in two decades and a substantial 


expansion of this program is predicted for 1957 


Modern Crop Protection 


CROP INSURANCE policy cover- 
A ing hail, fire, drought, flood, 
excessive moisture, insect infesta- 
tion, plant disease, wind, tornado, 
frost, freeze and other miscellane- 
ous named perils is being offered 
for the first time since the 1920's 
by stock fire insurance companies. 

Applying to growing crops only, 
the experimental program for 1956 
includes protection on corn and 
soybeans in 41 counties, and on 
tobacco in 11 counties. Filings have 
been made by the Crop-Hail In- 
surance Actuarial Association on 
behalf of its members and sub- 
scriber companies in the seven 
states concerned. CHIAA is the na- 
tionwide rating organizations deal- 
ing with standard crop-hail insur- 
ance, and will handle this new type 
of insurance. 

Though the Federal Crop Insur- 
ance Corporation, a government 
enterprise under the Department of 
Agriculture, has been offering “all- 


risk” crop insurance since 1949, 





By RICHARD J. ROTH 





the private insurance companies in 
the last two decades have not 


ventured in an organized fashion 
into similar insurance on growing 


crops. Of course, standard crop-hail 
insurance, insuring mainly against 
hail and fire, has been written for 
years. Since this new insurance is 
an extension of the crop-hail cov- 
erage, it has been called “multiple- 
peril crop-hail insurance.” 

What is the history of multiple- 
peril crop-hail insurance? Beginning 
in 1953, the former Insurance Ex- 
ecutives Association created a com- 
mittee to study the feasibility of 
writing broad coverage crop insur- 
ance. After the formation of the 
American Insurance Association, the 
records of the IEA Committee were 
transferred to the new association, 
and study was continued. 

In May 1955, the American In- 
surance Association accepted a re- 
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port submitted by its special com- 
mittee, and recommended that the 
insurance industry set up a program 
of broad coverage crop insurance. 
Shortly afterwards, the Crop-Hail 
Insurance Actuarial Association as- 
sumed jurisdiction and proceeded 
with developing rates and forms for 
the new coverage. 


AN EXTENSION 


The multiple-peril contract is an 
extension of the standard crop-hail 
insurance policy on a named peril 
basis. It will be written in the same 
manner as other crop-hail insur- 
ance, through individual companies 
and their agency plants. No formal 


reinsurance pool has been formed, 


and the insurance will be by applica- 
tion with the underwriting and ac- 
ceptance determined by each indi- 
vidual company. 

In order to explain this new 
policy it will be necessary to de- 
scribe the standard crop-hail insur- 
ance coverage. Basically, the stand- 
ard crop-hail policy insures a farm- 
er against loss resulting from hail 
damage to growing crops. It also 
offers protection, depending on the 
crop and region, against a variety 
of other fairly minor perils, the 
most important of these being fire 
and wind (usually required to be 
accompanied by hail). It does not 
provide insurance against those 
major hazards to growing crops 
such as drought, excessive mois- 
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ture, insects, disease, and frost. 

The multiple-peril crop-hail in- 
surance policy is designed for com- 
plete protection though it specifi- 
cally names the perils against 
which it is insuring. Almost every 
conceivable hazard not subject to 
the farmer's complete control has 
been included. 

The same level of protection is 
not afforded for all of the perils. 
Instead the insurance is divided 
into two parts called “A” Peril cov- 
erage and “B” Peril coverage. It is 
possible for a farmer to be com- 
pensated for loss suffered from an 
“A” Peril. However, with regard to 
“B” perils he must accept approxi- 
mately one-half of the loss himself, 
and, thus, “B” peril insurance is 
designed as an authentic catastro- 
phe coverage. 

The “A” Peril coverage is identi- 
cal to that of the standard crop- 
hail contract. In case of loss, each 
acre is considered separately and 
the farmer receives the same per- 
centage of his insurance in pay- 
ment of the loss as the percentage 
of crop destroyed. If 60% of a corn 
crop is destroyed on a particular 
acre, the farmer will receive in 
payment, 60% of the amount of 
insurance that he has taken out 
on the acre. If he has $50 insur- 
ance for that acre, he will receive 
$30 in payment. If he has $100, 
he will receive $60. 

It is possible for the farmer to 
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have complete protection against 
“A” perils if he takes out an amount 
of insurance per acre which equals 
the value of that crop per acre. 

“B” Peril coverage is not on a 
“per acre” basis, but applies to the 
“farm” as a unit. A certain number 
of bushels or pounds are guaran- 
teed for the “farm,” and if the total 
production of the “farm” falls be- 
low this guarantee, a proportional 
payment is made depending on 
how much the actual yield falls 
below the stated guarantee. 

What is a “farm” as defined in 
the policy? It includes all of the 
land in any one county in which 
the crop insured is growing and 
in which the farmer has an interest, 
no matter how small. This differs 
somewhat from the usual concept 
of a farm as a unit of land all to- 
gether. Thus, what might seem to 
the farmer to be two or three farms 
in a county would be one “farm” 
under the policy, if, of course, he 
has a financial interest in the crops 
growing in these various locations. 
Though the policy is divided into 
an “A” Peril coverage and a “B” 
Peril coverage, only one composite 
rate is charged; the premium is 
computed by applying this com- 
posite rate to the amount of insur- 
ance applying to “A” perils. 

Actually, the amount of insur- 
ance covering “B” perils is only a 
peril insur- 


percentage of the “A” 
ance, but this has been taken into 


MODERN CROP 


PROTECTION 57 


account mathematically in devising 
the composite rate. The composite 
rate is applied only to the amount 
of “A” peril insurance in calculat- 
ing the premium. 

In contracts covering corn and 
soybeans in Illinois, Indiana, Iowa, 
and Minnesota the amount of in- 
surance applying to “B” perils is 
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determined by taking 30% of the 
insurance covering “A” perils; for 
Nebraska corn and soybeans, this 
figure is 25%; for Kentucky and 
Tennessee tobacco, it is 50%. 

Thus, if $100 per acre is taken 
out for insurance against “A” perils 
on corn in Logan County, Illinois, 
$30 per acre will automatically 
apply to “B” perils. 

The details of “B” Per: overage 
and loss determination in connec- 
tion with corn and soybeans differ 
from those regarding tobacco. 


DETAILED SURVEYS 


Detailed surveys have been made 
of each of the counties in which 
corn and soybean insurance will be 
sold. Each section of land (1 
square mile) has been classified 
according to its estimated long- 
term production. 

Either 20, 30 or 40 bushels 
average per acre is guaranteed, the 
amount of the guarantee being set 
at approximately one-half of the 
estimated long-term normal yield. 
Thus the farmer must lose about 
one-half of his crop from one or 
more “B” perils before he is eligi- 
ble to start receiving payment un- 
der the “B” Peril coverage. 

Depending on the guarantee, a 
maximum amount of insurance per 
acre is stipulated. In the 20 bushel 
area in Illinois, the maximum 
amount of insurance per acre 
which may apply to “A” Peril cov- 
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erage is $50 per acre; in the 30 
bushel area, $75; and in the 40 
bushel area, $100. 

As mentioned before, for corn 
and soybeans, 30% of “A” Peril in- 
surance applies to “B” Perils (25% 
applies in Nebraska). The loss is 
determined for the “farm” as a 
whole; individual acres are not 
considered. 

Suppose that in an area with an 
average of 40 bushels per acre 
guaranteed that a farmer with 80 
acres of corn buys a multiple-peril 
policy. Assume, also, that he 
wishes to take out the maximum 
insurance permitted per acre of 
$100, in which case he would have 
$8,000 insurance on his crops for 
“A” Peril coverage and $2,400 in- 
surance for “B” Peril coverage. The 
number of bushels guaranteed for 
his “farm” under the “B” Peril 
coverage would be 3,200. If his 
“farm” as a whole (in this case, the 
80 acres) produced 3,200 bushels or 
more, no claim would result. If, 
however, 2,400 bushels were pro- 
duced, meaning that the actual 
yield was 800 bushels less than the 
guarantee, the payment would be 
computed by applying 39 or 25% 
to the $2,400 insurance. In other 
words, the $2,400 insurance ap- 
plies to the 3,200 bushels guaran- 
teed. The same percentage is paid 
as the percentage that the actual 
yield falls below the guaranteed 
(in this case, 25%). The total loss 
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The counties in which multiple-peril crop-hail insurance was offered in 1956 


payable in the above example 
would be 25% times $2,400, or $600. 

Loss determination for soybeans 
is handled in the same manner, ex- 
cept of course, the guarantees and 
maximum amount of insurance 
given in the rate schedule for soy- 
beans are different from those 
shown for corn. 

Tobacco is an intensively-grown, 
high-value crop confined to a rela- 


tively small acreage. It presents 
different problems in the develop- 
ment of a multiple-peril contract. 

First, the acreage of any “farm” 
is usually small, and the part that 
the skill of the producer plays in 
developing above-average crops is 
very significant. Aside from the 
fact that standard government sur- 
veys on a township-section basis 
have never been accomplished in 
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Kentucky and Tennessee, addi- 
tional circumstances render inad- 
visable the sub-dividing of each 
county into small areas of different 
potential yields. The tobacco mul- 
tiple-peril policy offers one stand- 
ard guaranteed yield in pounds for 
all farmers in any one county. This 
guaranteed yield is set at approxi- 
mately one-half of the estimated 
yield of the 


long-term normal 


county. This, of course, places a 
heavier burden of underwriting on 
each individual company. To make 
the tobacco program a success will 
require a diligent selection among 


applicants. 

The tobacco policy differs from 
that of corn by allowing 50% of 
the “A” Perils insurence to cover 
the “B” Perils. Thus, if a tobacco 
crop is insured for $600 per acre 
against “A” Perils, $300 per acre 
will automatically apply to the “B” 


Perils. 
MARKET PRICE 


Another feature of the tobacco 
policy which makes it different 
from the corn and soybeans con- 
tract is that the determination of 
loss depends on the average market 
price. The tobacco policy provides 
that if the maximum amount of 
insurance permitted is taken out 
the payable loss will be computed 
by taking the number of pounds 
that the total production of the 
“farm” falls below the total guaran- 
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teed pounds, and then applying to 
this an average market price per 
pound less non-incurred harvest- 
ing expenses. 

If less than the maximum is 
taken out, however, the price per 
pound payable is proportionately 
reduced. For instance if the actual 
insurance per acre is 1/3 the maxi- 
mum amount of insurance per- 
mitted, the price per pound pay- 
able will be one-third of the figure 
obtained by reducing the market 
price by non-incurred harvesting 
expenses. 

An example should help to 
clarify the above points. Let us 
take a 10 acre “farm” in Carter 
County, Tennessee. The rate sched- 
ule shows that for Carter County 
the average pounds per acre guar- 
anteed is 750, and the maximum 
insurance per acre permitted for 
“A” Perils is $600. If the tobacco 
is insured for the maximum amount, 
that is, $600 per acre, there will 
be $6,000 insurance applying to 
the 10 acres of burley tobacco 
against “A” Perils, and $3,000 ap- 
plying to “B” Peril coverage. 

Suppose the total production for 
the “farm” is only 5,000 pounds 
due to one of the “B” Perils. The 
total guaranteed production is 
7,500 pounds which means that the 
insured will be paid for a 2,500 
pound deficiency. 

The loss payable is computed by 
taking the average market price 
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per pound for the first week that 
public sales warehouses are open 
in the town nearest the location of 
the crop. Let us say, this is 52¢. 
From this is deducted the usual 
cost of stripping, handling, grad- 
ing, hauling, marketing and other 
expenses not incurred prior to the 
loss. This might be, say, 10¢ per 
pound. 

The price per pound payable 
would then be 42¢ times 2,500 or 
$1,050. If the insured has only 
$200 insurances per acre (1/3 of 
the maximum insurance permitted), 
an average of only $100 per acre 
would apply to the “B” Perils. This 
would also mean that instead of 
42¢ being the price per pound 
payable, 1/3 of this, or 14¢ per 
pound, would be used in calculat- 
ing the loss payable. 

The potential market for stand- 
ard crop-hail insurance and multi- 
ple peril crop-hail insurance is 


te 
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enormous. The present standard 
crop-hail policy is only taken out 
on about 5% of the value of the 
nation’s crops, but with its appeal — 
enhanced by the added catastrophe 
insurance, premium growth could 
well be substantially increased. 

The private companies have 
some burdens to carry that the 
Federal Crop Insurance Corpora- 
tion does not have to bear. The 
cost of doing business must be in- 
cluded in the rate structure of the 
private companies’ insurance offer- 
ing, and this includes state pre- 
mium taxes (the private companies 
are, of course, subject to the regu- 
lation of the various states both in 
the matter of rates and forms, and 
the licensing of agents). 

A vast potential market exists. 
The next few years should tell the 
tale of the degree of success of 
private companies in multiple-peril 
crop-hail insurance. 


Assistant reporting to the corporation presi- 


dent: 


“Our workers 


think 


a guaranteed annual 


wage is fine, and a guaranteed bonus, and a 


guaranteed pension plan. But, chief, what they 


want most of all is a guarantee you won't go 


broke.” 


—The Mississippi Agent 





... AUTOMOBILE 


Logical! After Coeur d’Alene, Idaho, 
householders reported a car dashing 
around the neighborhood in reverse, 
police investigated to find a teen-age 
girl driving who explained: “My folks 
let me have the car but I ran up too 
much mileage. I was unwinding some 
of it.” . . . Final Test. A man in Mid- 
dletown, Ohio, convicted of reckless 
driving, was ordered to attend an auto 
school as part of his sentence. He was 
arrested when he ran down a pedes- 
trian while driving to class. . . . For 
Science. In Hot Springs, Ark., a de- 
monstration of a new drunkometer at 
the Arkansas Municipal Judges Coun- 
cil had to be postponed when the 
volunteer, primed with whisky, vodka, 
wine and moonshine, passed out just 
before the show was to go on. 


... BURGLARY AND THEFT 
No Hands! Awaiting trial for two 
counts of forgery in Youngstown, 
Ohio, a woman demonstrated her skill 
to detectives, wrote two clearly legible 
signatures at once while holding one 
fountain pen in her mouth, another in 
the crook of her arm. . . . Apollo? 
In Palo Alto, Calif., police arrested a 
suspected embezzler as he stood star- 
ing admiringly at his own “Wanted” 
circular in the post office. . . . Cool 
Color, In Memphis, a bookkeeper 
cashed a $6,000 company check, ran 
off with the money, explained after 
her arrest: “When they shoved all 
that long green at me through the 
cage, I just couldn’t resist it.” . 
Family Care. Arrested after stealing 
65 cameras of $3,900 value, a Tokyo 
man explained he needed the money 
badly to support his four mistresses 
and their four children. 


... FIRE 


Blow Torch? A Salt Lake City man 
was arrested for willful destruction 
of property, charged for setting fire 
to the city jail. . . . Down There. In 
Fargo, N. Dakota, minutes after a 
church soloist had finished singing 
“Bless these walls, so firm and stout” 


in the Congregational Church, the 
plaster fell from the walls and part of 
the basement ceiling crashed to the 
floor. . . . Cheers! After arrest for set- 
ting fire to an express train, a Tokyo 
university student said he had just 
flunked his exams, was just trying to 
cheer himself up. 


... UNCLASSIFIED 
Of Course! In Mexico City, the Mex- 
ican government telegraph company, 
replying to numerous requests to in- 
augurate night service, announced: 
“This is impossible because our offices 
are closed at night.” 
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